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ABSTRACrl'

This study explores five elements pertaining to sound
financial management in institutions of higher education as
related to Government negotiated research contracting. The
research tested the feasibility of five hypotheses presented
as elements to be investigated in the study. Responses to a
mail questionnaire were analyzed. and final audit reports
were examined. The data obtained were used as evidence to
support the contention that sound financial management in
universities as related to research negotiated contracting
is important and can be improved through these five elements:
1. Financial management aids in developing the climate
in which research can best be performed. It has been shown
tha~

research is performed in almost all the institutions of

higher education. However, it is believed that the institutions
would greatly enhance and improve the climate if they utilize
management advisory services and provide staff training for
their financial management personnel.
2. Universities and Government have a common interest
L1 assuring the conservation of public funds. This can be

accomplished by the universities having

~he

capability of

furnishing the Government with timely and accurate financial
reports 1 accounting for the stewardship of the research funds,

3

and by maintaining the financial accounts in such a manner
as to readily reflect the

seg~egated

costs applicable to

each research project. H; would be a great improvema.at to
the common interest of the university and tne Government if
all universiti.es had their accounting firm review and approve
their indirect cost proposals. The Government should then be
able to accept the proposal if certified by the university's
accounting firm to be reliable enough to use for negotiating
the indirect cost rate without an audit by Government auditors.
3. Government financial policies and regulations 1 as
they pertain to universities, are provided to encourage
maximum realization of research. The representatives of
universities and Government have worked together and made
great progress in formulating procedures and methods for
improvin6 the financial aspects of research contracting. Some
of the methods and procedures which provide evidence of the
mutual endeavor are; (1) the use allowance in lieu of
depreciation is acceptable under Office of Management and
Budget Circular A-21 and the American Council on Education;
(2) the procedure for ~eating title of research property is clearly
established by Office of Management and Budget Circular A-101
which aids in administering and closing the research contract
without undue delay; and (3) the policy of one Government agency

'/
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performing audit of direct and indirect costs, as well as
negotiating indirect cost rates for a single university (OMB
Circular

J.~-88)

greatly improves the uniformity of mutually

accepted cost principleu by universities and Government.
4. Mutual financial

r~sponsibility

of uni";ersities and

Government as related to research contracts is essential •
.Personnel of both contractual entities are making a concerted
effort to recover indirect costs of university research through
an equitable method and to provide a method of advancing funds
through the letter-of-credit which alleviates the need of the
university to use its own funds. It ls believed that more

or

emphasis should be placed un the review
by the financial management of the

research cost budgets

university~

5. Audit functions of Government audit agencies
regarding the auditing of

resea~ch

contracts at universities

could be performed by the institution's external auditors.
Most universities have their accounting records audited by
either independent accounting firms or by state or some
independent audit group. These

are external auditors

audi~ors

and have a professional integrity to maintain, therefore the
audit performea by them and the financial reports issued should
be acceptable to any interested

par~y

provided the reports

contain an unqualifieu auaitor's opinion •
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The finalization of the research contracts could be
handled more . expeditiously if the Governmentj would ace ept
the verification by external university auditors of the total
costs incurred under cost-reimbursement contracts.
This paper emphasizes the importance of sound financial
management in educational institutions as related to
Government research contracting and how it can be improved.
The research has validated these essential factors.

ACKNOWLhLG~NTS

I wish to express my sincere gratitude and deep
indebtedness to Dr. Michael

s.

Backenheimer, my Dissertation

Advisor, for his untiring effort in his guidance and
counseling during the writing of this dissertation.

My sincere appreciation to Dr. Mary c. Rodgers, my
Regional Coo1•dinator, for the guidance, cooperation, and
friendly assistance given me.
Also my gratitude and appreciation to the Faculty of
Walden University for their time and effort in making this
study possible.
My sincere thanks to my wife, Mary, not only for her
encouragement and understanding but also for her tolerance
in typin6 and proof reading the many drafts of this study.
I also wish to thank my friends, co-worke1·s~ and the
respondents who contributed immeasurably to this study,
my sincere gratitude to each of them.

TABLE OF CON'I'ENTS
PAGE

CBA.i:>Th.H
I.

INTRODUCTION •
The Problem

....

• •

1

• • • • • • • • • • • • • • • • • •

1

•

• • • • • • • • •

Selective Setting for the Study

• • • • • • • •

8

Elements in Financial Management for
Institutions of Higher Education as Related
to Government Negotiated Contracting • • • • • •

11

Aids in Developing the Climate in which
11

Research Can Best be Performed • • • • • • • •
Common Interest in Conservation of
• • • • • • • • • • •

20

Financial Policies and Regulations • • • • • •

24

Mutual Financial Responsibility

• • • • • • •

35

Auditing of Research Contracts • • • • • • • •

43

• • • • • • • • • • • • • • •

52

The Importance of Financial Management • • • • •

52

The Improvement of Financial Management

• • • •

61

•

73

Public Funds • • • • •

II.

R~EARCH

M~~HODOLOGY

The Current Research •

•

•

•

•

•

•

•

Interviewing Members of CPA Firms

•

•

•

•

&

•

• • • • • •

73

Discussions with Government Auditors and
Government Procurement Personnel • • •

•

• • •

75

Inquiries Mailed to Accounting Assn's

•

• • •

77

iv
PAGE

CHAP'l'ER
The

~ues t

lonna ire Pretest

~

• • • • • • • • •

Mailed Questionnaire to Universities

79

•• • •
• •

80

The Questionnaire • • • • • • • • • • • • • •

81

Review of Final Audit Reports from Files

IJ.I.

78

RESULTS:

PROBABILITY SURVEY· ••

s

• • • • • • •

85

Financial Management in Institutions of
Higher Education Aids in Developing the
Climate in which Research and Special
Training Can Best be Performed

• • • • • • • •

85

• • • • • •

85

,

86

Staff Training for Financial Management • • •

87

summary •

87

Research Agreements and Projects

Independent Management Advisory Service •

• ..

•

• •

•

• • •

• •

•

•

•

.

• • • •

Institutions of Higher Education and the
Governm~nt

have a Common Interest in Assuring

the Conservation of Public Funds

•••••• •

89

Type of Accounting System • • • • • • • • • •

89

Indirect Cost Proposals Reviewed by
Accounting Firms

• • • • • • • • • • • • • •

89

Maintains Individual Accounts for
• • • • • • •

90

Summary • • • • • • • • • • • • • • • • • • •

90

Research Costs

• •

•

•

• •

Federal Government Financial Policies and

v

PAGE
Regulations as They Pertain to Universities 1
are Provided to Encourage Maximum Realization
of Research and Special Training Projects • • •
Costing

Methods~Depreciation

or Use Charge

92

•

92

• • • • • • • • • • •

93

Title to Research Property Transferred at
Negotiation • • • • •

~

Government Financial Regulations and
Procedures are Unif.orm and Consistent • • • •

93

Summary • • • • • ,. • .. • • • • • • • • • • •

94

There is a Mutual Financial Responsibility of
Institutions of Higher Education and the
Federal Government as Related to Negotiated
Research Contracts

• • • • • • • • • • • • • •

94

The Use of Predetermined Indirect
Cast Rates

• •

a

•

•

•

•

•

•

•

•

•

•

•

Receipt of Payment from the Government

•

•

•

94

• • •

96

• •

96

The Use of the Letter-of-Credit • • • • • • •

97

Summary • • • • • • • • • • • • • • • • • • •

97

Assist in Preparation of Proposal Budget

The Audit Functions o£ the Government
Audit Agencies Regarding the Auditing of
~esearch

Contracts Performed by Institution's

Independent Accounting Firms

• • • • • • • • •

98

vi
CHAPTER

PAGE
Engagement of Independent Accounting Firms • •

98

Number of Government Audit Agencies
Auditing Cost Records

• • • • • • • • • • • •

Cost Records Audited by Government Auditors

100

•

100

• • • • • • • • • •

101

• • • • • • • • • • • • • • • • • • •

101

Cost Records Audited and Indirect Cost
Negotiated by Same Agency
Summary

IV.

RESULTS: FINAL AUDlT REEORT hXAMINATION

• • • •

104

Audit Exception to Accounting System • • • • •

104

Audit Exception to Direct Cost • • ·• • • • • •

105

Audit Exception to Indirect Cost • • • • • • •

106

Negotiated Indirect Cost Rates • • • • • • • •

109

The Standard Auditors Statement

111

• • • • • •

•

Disposition of Government Research Property
Cognizant Government Audit Agency

•

112

• • • • • •

113

Negotiated Contract Amount and Acceptable
Audited Costs

• • • • • • • • • • • • • • • •

114

Period of Contracts and Period From
Completion to Final Auait
V.

• • • • • • • • • •

114

DISCUSSIONS, CONCLUSIONS AND SUMMARY • • • • • •

118

Aids in Developing the Climate in Which
Research Can Best be Performed •

- -.~ ;,::,' ',.'",''

. ' ·' .·>: ·.·,. ",':" :- .

::·-

• • • • • •

•

•,'

·,,··.

118

vii
CHAPTER

PAGE
Common Interest in Conservation of Public
Funds • • • • • • • • • • •

• •

121

• • • • • •

126

Mutual Financial Responsibility • • • • • • • •

132

Auditing of Research Contracts

• • • • • • • •

136

•

• • •

Financial Policies and Regulations

•

c

•

Additional Research Contemplated

•

• • • • • •

141

Implications for Future Research

• • • • • • •

142

Recommendations • • • • • • • • • • • • • • • •

143

summary • • • • .• • • • • • • • • • • • • • • •

14 5

SELECTED BIBLIOGRAPHY
APPENDIX A.
APP~DlX

•

B.

.. .... . . ......•

•

147

Questionnaire and Transmittal Letters • • •

151

Inquiries to Three National Accounting
Associations

APPENDIX C.

~

• • • • • • • • • • • • • • •

158

Selected Items From Final Audit
Reports • • • • • • • • • • • • • • • • • •

163

--

..

-------~-~~-------,-------------------------------

LIST OF TABLES
TABLE

1.

PAGE

Conduct of Research and Development in
GolJ.eges and Universities • • • • • • • • • • • •
Comparison of 17 Public and 18 Private
Universities with Respect to Type of Research
Agreements 1

~unding

Agencies, Management

Advisory Service, and Staff Training

• • • • • •

88

Comparison of 17 Public and 18 Private
Universities with Respect to Type of
Accounting Systems, Indirect Cost Proposal
Review, and Research Cost Accounts
4.

•• • • • • •

91

Comparison of 17 Public and 18 Private
Universities with Respect to Costing Methods
Used, Transfer of Research Property Title;
and Uniformity of Government Financial
Regulations • • • •

5o

4

•

•

•

•

•

•

•

•

•

•

•

•

•

•

95

Comparison of 17 Public and 18 Private
Universities with Respect to Predetermined
Indirect Cost Rates Used, Receipt of Payment
from the Government, Assist in Preparation
of Proposal Budget, and use of Letter-ofCredit

• • • • • • • • • • • • • • • • • • • • •

99

ix

TABLE
6.

PAGE
Comparison of 17 Public and 18 Private
Universities with Respect to Engaging
Independent Accounting Firms, Audit of Cost
Records, and Negotiation of Indirect Cost
Rates • • • • • • · • • • • • • • • • • • • • • • •

7.

103

Negotiated Contract Costs and Acceptable
Audited Costs of 30 Completed Research
Contracts • • • • • • • • • • • • • • • • • • • •

a.

115

Research Contract Period and Period from
Completion to Final Audit of 30 Research
Contracts •• • • • • • • • • •

•••• ,.,. p

•

-

:~

•

.....

• • • •

117

CHAPTER I
INTRODUCTION
I.

THE PROBLEM

Before World War II, Federal expenditures for research
at educational institutions were confined almost solely to
grants to agricultural experiment stations connected with landgrant colleges. Federal expenditures for.research at educational institutions in fiscal year 1940 did not exceed $15 million
and were almost entirely for agricultural research at the landgrant colleges.l Federal research agreements for specific research projects, as we know them today, were virtually nonexi.stent. In contrast to the 1940 figure, it is estimated that
$1,896 million will be spent by Federal agencies for the support
of research projects at educational institutions in fiscal year
1972. 2
Stimulated by World War II, support of research on a
large scale was undertaken by the Office of Scientific Research
and Development. At the close of World Wor II, support for a
number of the OSRD research projects was continued by other
Government agencies, including the Public Health Service and

1 The Administration of Government Supported Research
at Universities (U.S. Government Printing Office, 1966) p. 1.
2 special Analysis Budget of the United States Government - Fiscal year 1972 (U.S. Government Printing Office, 1971)
P• 274.

•'-

.
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the Office of Naval Research. A landmark in the Fede:!'al
support of .fundamental research and the development of relations between the military departments and educational institutions was the establishment of the office of Naval Research.
Stibjeat to general ·military procurement regulations, j~ also
considered and adapted many OSRD policies and procedures.

Rese~rchcontracts with educational institutions did
not provide .for profit or loss, therefore the question of indirect cost became important to them. Indirect cost is an item.
of cost which is incurred for joint objectives and cannot be
identified specifically with a single objective, such as a product, service, program, function, or project. ONR negotiated
an indirect cost rate on individual projects with individual
institutions. This procedure was unsatisfactory to both the
recipient institutions and ONR because of the time consumed
in negotiations and the difficulties that came from administering a variety of rates. The need for better application of
indirect costs for research contracts prompted Government cff1cials and university representatives to develop a set of principles, in August 1947, entitled "Explanation of Principles for
Determination of Costs Under Government Research and Development Contracts with Educational Institutions." This document
was known as the "Blue Book." For the first time a single indirect cost rate for each educational institution could be

·.-·,.

'"'•
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established. The "Blue Book" listed and defined allowable
direct and indirect costs and inadmissable costs. It also
contained the principle that total costs equal direct plus
indirect costs, and in determining total cost no distinction
should be made between basic and applied research.
During the latter part of the 1940's and the 1950's,
when the Government, by contract, supported a research project of the type which the educational institution concerned
might undertake as a part of its own educational and research
program, it was considered appropriate for the institution to
agree in the contract to sustain part of the cost of the project. Cost sharing was often accomplished by providing in the
cont~act

for the percentage of the total allowable cost of the

project to be borne by the Government, by agreeing that, for
the purpose of the particular project, reimbursement for indirect expense of the institution be limited to some rate or
dollar amount lesa than the indirect expense otherwise applicable
and computed in accordance with the prescribed principles and
by providing in the contract that certain items of cost will
not be considered reimbursable.
In the l.s tter part of the 1940's, the Office of Naval
Research was the only Fedel"al agency with a general program
of fundamental research in the natural sciences. The ONR program was considered by many as a cooperative program effort

between educational institutions and the Government, aimed
at assisting in the transition from a war-time technological
emergency to a peacetime scientific economy. The cost sharing
was based on certain assumptions; (1) the universities were
in a :financial position to cost share in some degree what was
then a relatively small amount of Federal :funds, and that the
amount of these funds would remain relatively stable and maybe decrease; (2) these funas should be spread as far as possible; (3) depending upon their relative ability to contribute,
institutions should have an equity in research they might be
expected to undertake as a part of their own programs; ( 4)
and any cost.sharing agreement must be mutually agreeable.
As new agencies emerged, and as the total amount
for research and development at educational institutions
began to inc.::·ease, it was inevitable that the ability of
these institutions to participate equally in each new or
expanded program began to diminish. The events of succeeding years have resulted in a dramatic expansion in the
support of research and development at educational institutions. It is essential that the Nation's educational
institutions contribute a steady and never-ending supply of
scientific knowledge necessary to the solution of technologi~al

and human problems and to produce trained manpower

competent to engage in the further discovery and exploitation

5

of such knowledge. The interests of the Federal Government
and institutions of higher learning in science and education
have merged.
The magnitude of the Government's scientific and
technological need has passed the point where private
scources of support can be expected to meet it adequately.
The unprecedented size of Federal appropriations for research and development attest to this. The Country's
scientific strength will not be determined solely on the
basis of massive Federal expenaitures for research. In the
case of institutions of hi~er education, it will depend
also on the success with which such expenditures can be
administered without destroying the traditional ~elation
ship between these institutions and the Federal Government.
The maintenance and protection of an environment in which
our universities may continue to flourish, free from undesirable
control and unwanted influence whether intentional or unintentional~ is a matter of national concern. This concern

must be reflected in Federal policies which will preserve
the strength, vitality, and independence of institutions of
higher education.
The general problem of maintaining the vitality of
our institutions of higher learning and of Governmentuniversity relationships include indirect cost policies

-'
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and their impact on the Nation's educational community as
well as the proper relationship of an institution's research and educational function. Other considerations are
equally important such as the possible imbalance between
basic and applied research, the manner e.nd extent to which
other types of cost are borne, the influence of these
costs on personnel, programs and administrative policies,
and the managerial function performed by institutions in
connection with government-sponsored facilities. All of
these conditions directly affect both the research needs
of Fea.era1 agencies and the strength and independence of
the institutions of learning.
The Federal Government finds it advantageous to
maintain and augment the strength of our educational
institutions as an essential part of developing our national scientific resources by increasing scientific research
in the universities. The ability of educational institutions to share in the support of these increased activities 1n research is limited since this expansion has
grown to the point where only a portion of its cost can
be borne by the funds obtained from other than Government
sources.
The private institutions of highei' education, in
absorbing any non-reimbursed costs of Federal research,

7

must draw upon unrestricted funds available to them usually
from

~ifts

and endowments. Any significant drain on this

important source of support represents a serious threat to
the institution's financial and functional integrity. The
public institutions may use state appropriations tomeet
some of the non-reimbursed coats of Federally-supported
research, however, there are real limits on the. extent to
which this diversion ma·; be permitted by those responsible
for the provision of·these funds.
The Government, by paying full costs of all research
they support, may continue to increase the amount of
scientific research with less harm to other areas of education and research. Universities usually undertake only the
research in which members of. the faculty are interested. If
all the costs are recovered for the research, the financial
necessity will cease to be a possible factor in the institution's selection of those contracts desired by its faculty.
The relationship between sponsored research and the
tot&l financial situation differs between institutions and
must be taken into com

~eration

by the agency sponsoring

the research. The current Government policy is to reimburse the institutions of higher education the total costs
incurred under cost type contracts. These costs include the
indirect costs of the institution as well as the direct costs.

8

The financial managers of the institutions should
maintain a system which will provide for the full recovery
of all costs under research contracts.
The general purpose or this study is to evaluate the
financial management or institutions of higher education as
related to Government negotiated research contracting and
provide these institutions with information that will be
useful in improving their financial manAgement systems.
II.

SELECTIVE SE.'TTING FOR THE STUiDY

The Department of Health, Education, and Welfare was
selected for this study because it provides more research
funds to institutions of higher education than any other
Government agency. This is based on an analysis of the budget
for a period of three years as reflected by Table 1.
The Depnrtment of Health, Education, and Welfare has
been assigned indirect cost rate determination and the
audit responsibility for moat universities by the Office of
Management and Budget by Circular A-88, "Policies for
coordinating the determination of indirect cost rates and
auditing in connection with grants and contracts with
educational institutions."
The policy is that one Federal agency will be responsible

. :>· ....·-::., . . ·,

,:;
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TABLE 1
CONDUCT OF RESEARCH AND DEVELOPMENT IN COLLEGES AND
UNIVKRSITIES (in millions of dollars)a
Ob 1 iga t ions
Department or
Agency

1970

1971

Expenditures
1972

1970

1971

1972

·actual estimate estimate actual estimate estimate

Health, Education,
and Welfare

649

773

880

628

685

744

Natt6nal Science
Foundation

225

253

381

272

252

298

218

207

205

222

208

209

National Aeronautics
and Space Admin.
131

125

110

143

138

128.

100

95

86

100

95

86

Agriculture

68

77

83

65

76

81

All Other

88

123

152

72

109

132

1,~79

1,653

1,896

1,502

1,565

1,678

Defense~Military

.Functions

Atomic Energy
Commission

Total

aSpecial Analysis Budget of the United States Government,_
Fiscal year 1972 (U.S. Government ~rinting Office, 1971) p. 274.

.
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for negotiating the indirect cost rate or rates at an
institution and all Federal agencies will accept the rate.
This policy also applies to the audit of direct and indirect
coats of the educational institution. Whenever agencies have
specific situations affecting their contracts, they will
advise the cognizant audit agency. Audit reports will be
furnished to all interested Government agencies by the
cognizant audit agency.
The Department of Health, Education, and Welfare
is responsible for 1,980 educational institutions and three
other Government agencies are responsible for 67 others .for
.

a total of 2,047 institutions.

3

.
.
In terms of sheer numbers,

the Department of HEW is thus responsible for 96.7% of the
educational institutions. Since the greatest percentage of
the educational institutions is the responsibility of the
Department of HEW, the researcher believes this is also a
good basis for selecting the Department as a representative
Government agency.

3

Assignment of Cost Negotiation and Audit
Responsibility Under Office of Management and Budget
Circular No. A-88, Attachment A.

. ;-

::>~
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11

4:II.

ELEMENTS IN FINANCIALMANAGEMENT FOR INSTITUTIONS OF

HIGHER EDUCATION AS RELATED TO GOVERNMENT NEGOTIATED
RESEARCH CONTRACTING
This research study is evaluative and its purpose is
to examine and assess five hypotheses •
•i

l

I
I
I
I

I
i

Aids in Developing the Climate in which Research Can Best
be Performed.
1. It is hypothesized that sound financial management
in institutions of higher education aids in developing the
climate in which research and special training can best be
performed. The institutions of higher education have a great
responsibility today to provide the Federal Government with
expertise in· many areas of research and special training.
In order to adequately discharge the responsibility, the
institution must have financial as well as technical capabilities to conduct the research or training.
The Assistant Secretary Comptroller, Department of
Health, Education, and Welfare, spoke before the 80th annual
meeting of the American

Institute~

Certified Public Account-

ants in 1967. The topic of his speech was "Improving Financial Management for Recipients of Federal Funds." He stated
that "Accounting systems in states, localities, colleges and
universities run the gamut from the most sophisticated
automated business systems with effective cost accounting
and cost finding capabilities to the most rudimentary systems

...· ,·

.•.···
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.

of fund accounting."

4

-:~

He also said, "We are at the threshold

of a new era in the relationship of the government to its people
and its institutions."5
Many colleges and universities are being criticized
for not using good financial management including good
cost accounting techniques. "A study, sponsored by the Ford
Foundation, sharply criticizes universitiea £or thei:r
resistance to cost-effectiveness analysis as profoundly
anti-intellectual. "

6

It has been stated that "Almost every

current study of university administration shows that in
most of the basic management techniques, such as long-range
planning, goal-setting, cost accounting, and information
processing, most colleges and universities are woefully bebing the times." 7
Good accounting simplifies and facilitates sound financial management. A good accounting system, however, cannot
be properly designed unless the goals ana requirements of'

4

James F. Kelly, "Improving Financial Management for
Recipients of Fed~ral Funds," Journal of Accountancy,
January 1968, P• ,:,;.
5
6

Ibia., P• 54.

colleges Resistance to Cost-effectiveness Analysis

Scored~" Data Sheet, Management Accounting, July 1971, p. 10.

7Ibid., P• 10.
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management are determined and defined.
High ideals, ambitious plans, and generous financial
support will not make a successful university. The efforts
and contributions of many persons and organizations are
necessary. To achieve the effective and efficient coordination necessary for maximum accomplishment, management data
cannot be restricted to generalities. They must reflect the
performance of each major department and each operating program and activity. Insofar as cost data· are concerned, this
means that total costs and comparisons of total costs must
be broken down into the costs of departments, programs, and
activities.
Instruction and research are the primary programs of
many universities, and directly concerned with them are the
instruction and research departments. The departmental structure and the ultimate goals of the individual instruction
and research departments are much the same in most universities. Therefore, comparisons of costs, cost factors, and
the factors that influence costs in both instruction and
research bring attention to similarities and contrasts that
may serve as guides for departmental organizing, planning,
staffing, and financing. The comparisons will also help
management to do a better job of co-ordinating the various
departmental programs.

'i·.

14

An analogy or the research programs of universities
and industries will reveal some interesting contrasts. An
industry can control its research budget at a level which,
at the minimum, would·permit it to maintain or improve its
competitive position; at the maximum, it would be limited
to the point at which further research investments would be
of.no benefit to the company.
For a university the minimum would be the amount of
research necessary to sustain and utilize completely the
scientiric knowledge, interests, and skills of the faculty.
The maximum is the point at which additional research cannot
be conducted by the university without prejudice to its
primary teaching goals.
Research costs in industry are responsive to the needs
and actions of management. Industry can, and frequently does,
curtail and modify its research budgets whenever business
conditions so dictate. The human tendency, live today and let
tomorrow take care of itself, has resulted in a long-standing
situation in which the research portion of a budget is the
one most vulnerable to economy actions.
It is an awareness of this general attitude that research is something "you can take or leave" that has been at
least partially responsible for the apparent reluctance of
educators to identiry the portion of the university budget

15

that is applied to research. There has been a well-justified
fear that fiscal authorities, upon seeing a sizable portion
of the budget devoted to research, would look upon this as a
cushion which, by manipulation, could be used to ease the
blows of the economy axe on other portions of the budget.
If a university uses program costs, this may continue
to be a serious danger. The time has come, however, when
universitie~ c~n

no longer disregard the need for identifying

and justifying the costs of their programs, and they also
should be prepared to explain why certain management practices
and philosophies that are proper for industry cannot be
applied to educational institutions.
One reason is immediately apparent. In industry, research can be conducted by separate personnel, and it may have
little immediate impact on the firms other functions. University personnel so combine the instruction and the research
functions that any significant curtailment of research would
immediately affect the instructional programs. Research for
a university is a cost factor that cannot be completely
subject to independent budgetary control.
If we are alert to the danger that program costs may
be misused, it should not be too difficult to prevent such
misuse. Complete, honest, and comprehensive reports by the
university are necessary to develop the over-all broad

16

understanding that will be essential to solution of not only
today's but also tomorrow's financial problems.
Many of the large universities not only found it
necessary to separate the functions of the university into
distinct departments, such as instruction and research, but
also created research foundations. The research foundations
usually have the benefit of the same directors or other
governing body as the university, however, the research
function is completely divorced from the instruction and
other functions of the university.
The research foundations were established in an attempt
to facilitate the administering of research programs. Many
of the universities furnished utilities and other services to
the foundations without charge.
Government agencies began

~o

question the propriety

of the foundations treating the charge for services as being
costs incurred under contracts performed for the Government
by the research foundation.
The Department of Health, Education, and Welfare
issued a policy that contracts negotiated with research
foundations can only be charged with those costs which
represent actual costs of the foundation.
The business managers and research administrators of
227 foundations and affiliated institutions were notified

17

by a memorandum from DREW that they "must submit appropriate
indirect cost proposals based on costs actually incurred by
them in order that such costs may be reimbursed."8
Many of the research foundations established procedures for reimbursing their affiliated institutions for both
direct and indirect costs. The costs were then considered
incurred under the contract and were reimbursed to the
foundations by the Government. Some of the other research
foundations have been abolished or have become a completely
separate organization. A good example of a research foundation and an affiliated university becoming separate organizations are Stanford Research Institute and Stanford University. The Washington Post, on January 15, 1970, published
an article which stated that "Stanford

u.

Agrees to Re-

linquish Control of Its Research Institute.n9 The Stanford
Research Institute will pay the university 25 million dollars
at the rate of one per cent of its gross revenue each year.
SRI has always been considered a part of the university's
overall budget.
The research or special training functions of the
institutions of higher education are usually financed by
grants or contracts with interested private foundations,

8
1967.

DHEW Grants Manual, P.P.O. #142, Policy, August 28,

9 The Washington Post, January 15~ 1970, by Edward Kahn.
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State or Federal Governments. The institutions must share
the cost of all research projects with the Federal Government under the mechanism of the grant, however, this is not
necessary with research projects performed under contracts.
Some Federal Government agencies do require the institution
to share the cost for special training projects performed
under c.ontracts •. Total cost incurred for the performance of
research projects may and should be recovered under negotiated contracts with the Federal Government.
The effect of

Feder~l

funds for research and special

training upon universities. has been favorable bec·ause of the
increasing amount of research done, however, the receipt of
the funds in many cases has required organizational changes
and many other

~nternal

adjustments at the universities. It

has produced some financial burdens and problems of balance
among university programs.
Research funding by the Government to the universities
will increase by 14.7 percent, from $1,653 million in 1971
to $1,896 million in 1972. 10 The increase in research will
provide for the training of a greater number of science and
engineering graduate students through employment on the
research projects, and will help develop needed capabilities

1011 special Analysis Budget of the United States

Government - Fiscal Year 1972, 11 .2£• cit., p. 274.

in academic institutions to undertake research on important
11
national, regional, and local problems.
The funding of research by the Government to universities is usually by grant or contract. The general distinction between grants and contracts is; {a) under contracts the
Government procures the research efforts it needs, (b) under
grants it supports the research efforts of the university which
is a mutual benefit. The choice of these two devices of financial support should be well considered by the universities.
Universities tend to give identical administrative treatment to
grants and contracts, however, grants have statutory cost
sharing requirements and normally contracts do not.
Some Government agencies do have administrative reatrictions on contract cost. DHEW limits the recovery of indirect
cost on special training contracts to 8 percent of total allowable cost. NASA has issued basic guidelines making cost sharing
mandatory for basic or applied research which was initiated
by a unsolicited proposa1. 12 Educational institutions are
expected to cost share from 1 to 5 percent of ·the budgeted
amount of the contract.

11
House 1

. ,.,_·._·-·:-

..

Ibid., P• 274.

12
College and University Reports {Commerce Clearing
Inc.) Section 15. 604 •
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Common Interest In Conservation of Public Funds.
2. It is hypothesized that institutions of higher education anci _the Government have a common interest in assuring
the conservation of public funds and the achievement of
what-ever results or objectives will advance the public good.
Responsibility for the recovery of the total costs and
all other flnancial administration of research projects, per•formed under contracts, should be assigned to a hi6hlY qualified financial manager who must be able to administer the fiscal
and financial programs in such a way as to support the aims and
objectives of the institution, while at the same time maintaining
fiscal integrity and economy. His office could be designated,
the Office of Financial Management. The manager of this office
should be responsible to the comptroller or business manager,
who in turn should report to the President and the Governing
Board of the university. The financial management office
should provide proper financial control of all research or
special training projects performea by the university. These
controls should be provided by an adequate system of budgeting
and accounting.
Financial management, through proper budgeting and
accounting for the research or special training function of the
institutions of higher education, is essential since the Federal Government has requirements relevant to contracting with the

:.•,i· ,·,.:
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institutions. The Federal Government does not prescribe any
particular accounting system but does require the contractor
to maintain accounting records to properly reflect the costs
incurred during the performance of cost reimbursement type
contracts. Usually cost reimbursement type contracts are
neeotiated with educational institutions.
The success of the educational programs of a college or
university depends in part upon the adequacy of the administration of its business and financial operations. The magnitude
of these responsibilities in the administration of budgets and
the pro 0 rams they support requires superior professional training,
experience, management skills and personal qual1fications.l 3
The administration of business and financial affairs has
become an important field of service in higher education. business officers administer annual expenditures of a magnitude
that place them in a position of major significance to the
national, as well as the local, economy. 14
Government agencies, in exercising their stewardship
responsibilities, require that all contractors employ the same
sound financial management practices in administering Federally
supported activities as they do in administering activities

13 college and Un.iversity Business Administration

{American Council on Education) p. 11.
14

-Ibid.

I

P• 14.
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supported from their own funds.
Government contracting officers are responsible for
evaluating business considerations, i.e., those factors
relating to (1) cost/price analysis and (2) determination of
contractor's responsibility.
Business evaluation normally centers upon cost analysis
and analysis of contractor's financial strength and management
capability. Elements considered in cost analysis generally incluae direct material and labor costs, subcontracting, overhead
rates, general and administrative expense, and travel costs.
Elements considered in evaluating contractor's financial strength
and management capability include organization, past performance
or similar contractual efforts, reputation for reliability,
availability of required facilities, cost controls, accounting
policies and procedures, purchasing procedures, personnel practices, property accounting and control, and financial resources.
Educational institutions are normally expected to provide
the sponsoring Government agencies with technical progress reports and financial reports. Financial reports play a part in
contract administration, especially cost-reimbursement type
contracts. They reveal the financial status of the contract and
provide information which is helpful in avoiding or anticipating
overruns. This type of cost information provides both the Government project officer, who has the primary responsibility for

';·:· ... .·., .......

-~··
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assuring that the technical objectives of the program are
achieved under the contract, and the contracting officer with
a check on the contractor's expenditures based on cost elementa, and effectively permits the matching of costs incurred
with technical results achieved. The information obtained from
progress and financial status reports will provide project
officers and contracting officers with an indication as to
whether work is progressing as called for

unde~

the contract.

The pr9paration of financial reports is the responsibility o·f the chief business off1cer. 15 It is important that all
financial reports reflect the financial. status of the funding
regarding each research contract. The accounting records of
the university, to document the financial reports, should be
readily accessible to authorized Government personnel for their
examination. The sponsoring Government agency is responsible
for the stewardship of public funds and they in turn look t/o
the university for adequate and accurate reporting. Governmental programs are not undertaken to produce revenue, the
achievement of results or objectives is measured in terms of the
public good. Information disclosing the results of operations
in terms of the public good should be collected and processed
through the accounting system, to the fullest extent possible,
if effort and objectives are to be meaningfully related.
Under the

15

u.s.

Office of Management and Budget

Ibid., P• 165.
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Bulletin No. 68-10 entitled "Reporting accrued revenues and
expenditures to the Treasury and the Office of Management
and Budget," Government agencies are required to report their
accrued expenditures on a monthly basis) and for this purpose
accrued expenditures are defined as repres·enting the performance
of the payees, including contractors, Lased on the amount of
payments earned. The reporting of

a~cruals

should reflect the

points at which performance occurs rather than any physical
delivery by the institution.
The DREW procedures for contractors submitting the
required "Contract Financial Report" provide that contracts
with educat'ional institutions, other than those for fabrication or construction, are excludable from the reporting
requirements, if the DREW agency determines that comparable
information can be obtained by other procedures. Such institutions must, as a minimum, report cash expenditures at
least quarterly. However, many universities submit quarterly
reports including actual cost to date, estimated cost for
current quarter, and cumulative actual and estimated cost.
Financial Policies a.nd Regulations.
3. It is hypothesized that Federal Government financial policies and regulations, as they pertain to universities, are provided to encourage maximum realization of
research and special training projects.

. i

.. ~.-.,_

The institutions may obtain various Government
circulars and manuals that provide them information for
determining and recording coats. Regulations for ascertaining costa are provided in two publications, one used by
civilian Government agencies and the other by the Defense
Department. The publication for

ci~i.lian

agencies is the

Federal Procurement Regulation known as the FPR. The Armed
Service. Procurement Regulation known as the ASPR is .for the
Defense Department. There are several circulars issued by the
Office of Management and Budget which provide essential guidelines for educational institutions in negotiating and
administrating research contracts.
This study provides a general explanation of various
aspects of the contents of the Government publications and
circulars.
The Armed Services

Procuremen~

Re6ulation (1963

Edition} is issued by direction of the Assistant secretary
of Defense {Installations and Logistics) pursuant to the
authority contained in Department of Defense Directive
No. 4105.30, dated March 11, 1959, and in Title 10, United
States Code 2202 {1956). The ASPR contains policy and procedure relating to contracting with educational institutions
and is designed to achieve maximum uniformity throughout
the Department of Defense.
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"The Federal Procurement Regulations" is issued.pursuant
to the Federal Property and Administrative Services Act of
1949, 63 Stat. 377, as amended; the FPR is a vital part of
the Federal Government Supply System. This

republicatia~

a significant a tep toward achieving General Sei•vice

is

A~inis

tration's objective of providing broadened guidance in Government procurement, including
related economic aspects,
.
'

'

as well as techniques and procedures for the actual contracting process.
Since the Armed Seryices Procurement Regulation primarily pertains to the Defense Department and the Federal
Procurement Regulations pertain to all the other Government
agencies, the regulations and procedures prescribed in the
FPR ere used for this study. The FPR pertains to the Department of Health, Education, and Welfare end since that department is used as the representative Government agency, the FPR
is applicable.
The FPR contains twenty one parts, each pert covers
certain facets of procurement. The parts that are applicable
to procurement by negotiation end relate to educational
institutions are generally covered in the study.
FPR Pert 1-3.205 Services of Educational Institutions,
pro1vides that pursuant to the authority of Section 302 (c) (5)
of the Act 41U.S.C.252 (c) (5), purchases and contracts may be

.;·

...
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negotiated without formal advertising if the service is
rendered by a university, college, or other educational
institution. The authority of the section encompasses educational and vocational training of personnel, experimental,
developmental, or research work, and analysis, studies or
reports conducted or prepared by educational institutions.
Most educational institutions prefer to negotiate
research contracts under the above authority since it does not
require sole source justification and can usually be expedited.
The type of contract negotiated is carefully deter\

..

mined by the sponsoring Government agency as this ·affects the
resulting fair and reasonable prices. Price analysis may .
provide a basis for selecting the type of contract, however,
the preponderance of contracts with educational institutions
are either cost or cost-sharing type contracts. The institutions do/not assume any risk since they are reimbursed for
total cost incurred under a cost type contract and reimbursed
for the mutually agreed predetermined percentage or specified
costs under

cost-sha~ing

type contracts.

The cost principles and procedures for educational
institutions are covered in Part 1-15.3 of the Federal Procurement Regulations. These principles and procedures are
applicable to all educational institutions that contract with
Federal agencies. "The principles are confined to the subject
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of cost a.etermination and make no attempt to iddntify the
circumstances or dictate the extent of agency and institutional participation in the financing of a particular research or development project.nl6
The intent of these cost principles is to provide the
Government agencies and educational institutions with a common
basi.s

f~r

determining the allowable costs of research sponsored

by the agencies.
"Arrangements concerning financ"iAl participation are
properly the

of negotiation between the contracting
officer and the educational institution concerned.n 17
sub~~~t

"The tests of

al~owability

of costs applied in these prin-

ciples are reasonableness and allocability under consistently
applied generally accepted cost accounting principles and practises; however, these provisions are subject to any limitations
as to type or amounts set forth in the r9search agreement.nl8
'l~e

writer defines research agreements as "agreements to

perform Federally sponsored

resea~ch

through grants, cost-reirn-

bursement type contracts, cost-reimbursement type sub-contracts,
and fixed-price contracts and subcontracts for research.nl9

16 Federal Procurement Regulations, Subpart 1-15.301-1.
17 Howard Wright, Accountin~ for Defense Contracts,
(Prentice-Hall, Inc., 1963) P• 17 •
18 Ibid., P• 178.
19 Ibid., P• 178.
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Circular No. A-21, Revised, issued by the

u.s.

Office

of Management and Budget, provides principles for determining
costs applicable to research, development, training, and
other educational services under contracts with educational
institutions. "The principles are designed to provide recognition of the full allocated costs of such research work
under generally accepted accounting principles. No provision
for profit or other increment above cost is intended."

20

"The cost of a research agreement is comprised of the
allowable direct costs incident to its performance, plus the
allocable portion of the allowable indirect costs of the institution, less applicable credits."

21

"Direct costs are those costs which can be identified
specifically with a particular research project, an instructional activity or any other institutional activity or can
be directly assigned to such activities relatively easy with
a hi6h degree of accuracy.n 22 Typical transactions chargeable
to research contracts as direct costs are (1) compensation of
employees working directly on the research project, (2) fringe
benefits related to the direct compensation of the employees,
(3) costs of materials consumed in performance of the project,

20 office of Management and Budget, Circular No. A-21
Revised, September 2, 1970, p. 1.
21 Ibid., P• ::;.
22 Ibid.
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and (4) other items of costa directly related to the work
performed. Each of these items must be consistently treated
as direct coats rather than indirect costs.
"Indirect coats are those that have been incurred for
common or join·t objectives and therefore cannot be identified
specifically· with a particular research project, an instructional activity or any other institutional activity. At educational institutions such costs normally are classified under
the following functional categories: ( 1) general administration and general expenses, (2) research administration expenses, (3) operation and maintenance expenses, (4) library
expenses, and (5) departmental administration expenses.n 23
The application of direct and indirect costs to research
contracts will be explained in more detail under the fourth
hypothesis.
The subject of U.S. Office of Management and Budget
Circular No. A-100 is "Cost sharing on research supported by
Federal agencies." This Circular was issued December 18, 1970
and provides guide-lines for contractors that elect to cost
share the cost of research projects. The Circular states that
"These guide-lines are applicable to all Federal agencies'
research grants, contracts or other research agreements (hereinafter referred to collectively as research agreements) with

23 Ibid.

I

P• 6.
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educational institutions, other not-for-profit or non-profit
organizations, commercial or industrial organizations, or any
other recipients except Federal agencies. The term research,
as used in this Circular, includes both basic and applied
research." 24
Research performed under grants is required by statute
to cost share, however, this requirement does not apply to
contracts. The Circular provides that cost sharing is not
appropriate when "The particular research objective or scope
of effort for the project is specified by the Government rather
than proposed by the performing organization; this would
usually include any formal Government request for proposals for
a specific project." 25 There are a few Government agencies
that have administrative requirements that if an educational
institution submits an unsolicited proposal for either basic
or applied research, then they are required to cost share the
project. If the educational institution s,hould be required to
cost share, the percentage of participation will normally be
at least 1% of total project costs.
"Differing administrative policies and practices assoelated with Feaeral grants ana contracts for supporting re-

24 u.s. Office of' Management and Budget, Circular A-100,
December 18, 1970, p. 1.
25 Ibid., P• 2.
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search et educational institutions create confusion and additional administrative effort for educational institutions,
cause conflict between the university community and the Federal Government, and reduce the effectiveness of the institutions in performing the desired reseerch.n 26 The inconsistencies in the Government administrative policies and practices have been a deep concern of the various agencies for
some time and on January 9, 1971, the

u.s.

Office of Manage-

ment and Budget issued Circular No. A-101 which provides for
consistency among Federal agencies in the Administration of
grants, contracts or other agreements with educational 1nstitutions.
There are four parts to Circular No. A-101 which are
described as "Standard Policies and Practices for Administration of Research Projects at Educational Institutions in The
27
United States."
Part I includes research performed under
contracts end grants and relates to whether the educational
institution or the sponsoring Government agencies exercise
close control over the direction, specifications, methods,
or schedules of the research. Part II relates to the approval
procedures for expenditures under research agreements.
"Gove~nment

controls and limitations on expenditures for

26 u.s. Office of Mana~ement and Budget, Circular A-101,
January 9, 1971, P• 1.
27
rbid., (Attachment A.) p.l.
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specific items under research projects at educational institutions shall be in accordance with the provisions of

u.s.

Of f ice of Management and Budget Ci rcu 1 ar No. A-2 1 • n28 Part III
covers the vesting of title to equipment in educational institutions. "Title to equipment purchased or fabricated under any
type of research instrument at educational institutions shall
be vested in the institution, unless it is determined that
such vesting is not in futherance of the objectives of the
agency or unless there is not proper authority to vest title
in the institution. Such title shall be vested 1n the institution upon acquisition of the equipment or as soon as feasible
thereafter.•
a6ement of

29 Part IV has a real impact on the financial man-

eauca~ional

institutions since it provides proce-

dures for expediting reimbursement for costs incurred during
the performance of research contracts. "In view of the nonprofit position of educational institutions, and the stated
Government objective of strengthening the research capabilities of these institutions, all agencies shall make advance
payment in reasonable amounts on research projects whether
under a contract or grant, whenever practical, in all cases
where the agency is authorized by law to do so. The Treasury
De~artment 1 s

letter of credit procedure should be used as the

means of furnishing advance payments, whenever feasible.n 30
28
29

Ibid., P• 4.
lbid. I P• 5.

30
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Feueral and university officials have long recognized
the need for improved coordination among Federal sponsoring
agencies in the determination of audits and indirect cost
rates. The

u.s.

Office of Management and Budget, on May 15, 1968,

issued Circular No. A-88 whit. established "Policies for coerdinating the determination of indirect cost rates and auditing
in connection with grants and contracts with educational insti31
..
tutions."
The lack of coordinated procedures prompted the
academic community as well as Government agencies to recommend
that the cognizant agency approach be adopted as a means of
insurin~

allocation of resources and adequate distribution of

workload. The policy of the Government is that, "One Federal
agency will negotiate the indirect cost rate or rates for all
agencies at a single institution. The negotiated rates will be
accepted by all Federal agencies. One Federal agency will do
all the necessary auditing of airect and indirect costs at a
single institution.n 32 The Department of Health, Education, and
Welfare has been assigned the responsibility of negotiating
indirect cost rates and the auditing of direct and indirect
costs for 97 percent of the educational institutions. "Where
the negotiating agency is unable to reach agreement with an
institution on the establishment of an acceptable indirect cost

31 u.s. Office of Management and Budget, Circular No. A-88,
May 15, l96b, P• 1.
32ill£·
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rate or rates, it will formalize ita final position and notify
the other agencies involved of its recommendations. The individual a~encies will endeavor to coordinate the resolution of
the disputed items with the negotiating agency. If, agreement
cannot be obtained through this procedure, the agencies, individually, may proceed with separate negotiations with the
institution concerned." 33
Mutual Finane ial Responsibility.
4. It is hypothesized that there is a mutual financial
:responsibility of institutions of higher education and the Federal Government as related to negotiated research contracts.
The responsibility of the financial management officer
to the management of institutions of higher education is to
properly comply with Government regula·tions pertaining to the
optimum recovery of all costs incurred duri:1g performance of
research contracts. This is accomplished by the proper distribution of inuirect costs to the organized research function of
the institution and to other activities as well as proper
allocation of costs which are directly attributable to a
specific rese3rch or training project.
The responsibility of the Government to the institutions
of higher education in

33

Ibid.

I

p

thei~

research efforts is to provide

4.
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regulations and procedures which are uniform and consistent in
application. The Government is also responsible for prompt reimbursement to the institution for costs incurred during performance of a contract. Whereas, most research grants provide
for advance payment to the institutions through the letter of
credit application, there are a limited number of institutions
which may use the letter of credit application for contracts.
This method of reimbursement must in the near future be made
available to more of the institutions.
The volume of sponsored rese~rch currently performed in
higher educational institutions has inevitably made a definite
impact upon the programs of these institutions. It has had a
profound effect upon their traditional policies and practices.
The acceptance of financial support of scientific and technological research from the Federal Government and other sources
has raised problems, many of them unique to the source of the
funds. In order to resolve these problems it has required institutional adjustments and has produced significant changes in
the pattern and direction of educational programs, of operating
procedures and even of institutional objectives. Without this
additional financial assistance, many institutions would find
it extremely aifficult to balance their academic budgets and
to maintain and expand essential research and instructional
activities.

.
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"Federal research funds have created business and
logistical problems for universities which are inherent in
handling large-scale

These problems would be difficult

rP~earch.

to solve even if the Federal agencies were to administer their
activities with very great skill, and the fact that they are
less than perfect increases the problems.n 34
The universities and the Federal Government have made
great strides toward solving mutual problems in their research
relationship, however, "despite the remarkable adaptation of
structural forms within universities and Government to meet
demands of a rapidly expanding national research effort, the lag
typical of the adjustment of organizational forms to the tasks
imposed upon them exist in universities and in Governments. 1135
The internal organization of the business office within
the institution of higher education is of prime importance to
the overall structure of the institution. The authors of
"Accounting for Colleges and Universities" stated that, "The
internal organization of the business office has a direct
bearing on the adequacy of the operation of the accounting
system. Internal audit and control is an important adjunct of
the properly organized business office.n 36 The business office
. 34 charles v. Kidd, American Universities and Federal
Research, (The Belknap Press of Howard University Press,1959) p. 155.
35

Ibid., P• 222.

36
Scheps c. and Davidson, E. E., Accounting for Colleges and
Universities, (Louisiana State University Press,l970) pp. 25-26 •
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should be fully responsible for the financial management of
all research projects. It is stated that, "academic officials
usually lack the training and aptitude for handling complex
financial matters and also the assumption is that these
persons should not have to direct their energies and abilities
37
from instruction and research."
"The Federal Government plays
two roles with respect tc university research. It purchases the
research needed to carry out the operating responsibilities of
the national Government, and it supports research on the
grounds that the increase of knowledge is itself in the
national interest.n 38 Writers usually distinguish the research
projects between grants and contracts by stating that the Government purchases research under contract and supports research
under the grant.
It is said that, "since Federal research funds are highly
concentrated in a few large universities, the Federal support
actually may increase the difficulties of nonrecipient institutions. They may find it more difficult and expensive to maintain
a good faculty and a stimulating atmosphere than if the Federal
research money were being spent entirely outside the academic
market place - or not at a11.n
37

39

It is also stated that

~., P• 19.

38

Alice M. Rivlin, The Role of The Federal Government In
Financing Higher Education, (Brookings Institution, Wash. D.C.,

l96l)

P• 40.
39

Ibid., P• 59.
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"universities need support from Government, and Government
needs knowledge obtainable only by university research. As a
result, the two have been placed in a state of unprecendented
mutual dependence."

40

The author of "The Effects of Federal Programs on
Hit)her Education,'' points out that "to alleviate demands on
their own unrestricted income, universities are requesting and
receiving from the Government increasing sums for the salaries
of both junior and tenured faculty for that portion of their
time which they devote to Federally sponsored research; and
they are also seeking reimbursement of the full indirect costs
of this research in government grants as wall as contracts." 41
The relationship between the institutions of

hi~er

education and the Federal Government has been a healthy one,
however, it requires continual

reviewin~

to assure the

involved parties of the Government and the universities that
the current funding procedures come within the realm of sound
financial management.
The Department of Health, Education, and 111/elfare has
issued a document which is a guideline for the universities to
use in the.ir financial management evaluation program. In this

4

°Kidd 1 ~· ~·~ P• 206.

41
Hi~her

Harold Orlena, The Effects of Federal Programs on
Education, (Brookinbs Institution, Washington D.C.,

1962) p. 294.

40

brochure, the Under Secretary of DREW says that the educational
institutions and DREW "share a serious responsibility for the
stewardship of public funds for the improvement of the Nation's
health, education, and welfare. The Management Evaluation Program should. advance our fulfillment of these goals." 42 The
title of the document is "A Pro6ram for Improving the Quality
of Grante.e Management," which indicates that it is applicable
to grants rather than research contracts. The same guidelines,
however, are just as applicable to the financial management of
research contracts and should be followed whenever practicable.
There are three basic objectives which should be followed in
sound financial management: (l)provide for control and use of
the financial resources of the university; (2) provide management with a control mechanism over the utilization of resources
1n accordance with the approved budget and to assign appropriate

responsibility for this control; and (3) maintain financial
records on a consistent basis in accordance with generally
accepted accounting principles for organizations of a similar type.
The Department of Health, Education, and Welfare has published a brochure entitled, "A Guiae for Colleges and Universities - Cost Principles and Procedures for Establishing Indirect

42

A Program for Improving the Quality of Grantee
Management, (U.S. Department of Health, Education, and Welfare,
1970) p. Foreword.

·.. ·.·.•·
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Cost Rates for Grants and Contracts with the Department of
Health, Education, and Welfare." This brochure provides the
educational institutions with guidelines for the preparation
and the submission of indirect cost rate proposals. As
previously stated in this study, the DREW is assigned the
responsibility for negotiation of indirect cost rates and
auditing of direct and indirect cost for 97 percent of the
educational institutions. The brochure contains four pertinent
sections; (1) indirect costs and HEW; {2) guidelines for
preparin6 indirect cost proposals; (3) OMB Circular A-21 Principles for Determining Costs Applicable to Grants and
Contracts With Educational Institutions - OMB Circular A-d8 Policies for Coordinating the Determination of Indirect Cost
"'

Rates and Auditing in Connection With Grants and Contracts With
Educational Institutions; and (4) Appenaices.
Every university's financial management office must be
familiar with the third section of the brochure in order to
discharge its responsibility to the university's management and
the sponsoring Government agency. The third section contains cost
principles which are mutually acceptable to representatives of
universities and Government agencies. It is the responsibility
of the universities and the cognizant Uovernment agency to
apply these costs principles to all research and training projects performed by each university. OMB Circular A-21, which is

42

a part of section three, 1s divided into ten major headings:
(1) purpose and sc.ope; (2) definition of terms; (3) basic

considerations; (4) direct costs; (5) indirect costs; (6)
identification and assignment of indirect costs; (7) determination and application of indirect cost rate or rates; (8)
simplified method for small institutions; (9) general standards
for selected items of cost; and (10) certification of charges.
The ninth major heading covers tl1e various costs applicable to
research contracts and provides a brief explanation and."standards to be applied in establishing the allowability of certain
items in determining cost. These standards should apply irrespective of whether a particular item of cost is properly treated
as direct cost or indirect cost. Failure to mention a particular
item of cost in the standards is not intended to imply that it
is either allowable or unallowable; rather determination as to
allowability in each case should be based on the treatment or
standards provided for similar or related items of cost. In case
of discrepancy between the provisions of a specific research
agreement and the applicable standards provided, the provision
of the research agreement shoula ~overn.n 43
The Department of Health, Education, and Welfare provides
that contracts for research work with educational institutions,
in the United States, may contain a provision for advance pay43A Guide for Colleges and Universities - Cost Principles
and Procedures for Establishing Indirect Cost Rates for Grants and
Contracts With the Department of Health, Education, and Welfare,
(U.S. Department of Health, Education, and Welfare, 1971) P• 15.

43
men~s

and they will be available in reasonable amounts, unless

prohibited by law. The DREW procurement regulations advises
that the letter of credit method of financing advance payments
may be used whenever feasible. Department wide blanket letters
of credit, which apply to the financing of all research contracts and grants between the educational institution and all
agencies of the Department, shall be utilized to the maximum
extent practicable. Blanket determinations and findings authorizing advance payments under a Federal Reserve letter of
credit have provided for twenty educational institutions to
use the letter of credit as of October 1, 1971. It is
anticipated that additional institutions will be brought under
a single Federal Reserve letter of credit payment system.
The letter of credit method of financing was established
to permit recipients of Federal funds to draw funds through
Federal Reserve banks as needed for program requirements.
Auditing of Research Contracts.
5. It is hypothesized that the audit functions of Government audit agencies regarding the auditing of research
contracts performed by institutions could be performed by the
institutions independent accounting firms.
The Federal Government at the present time, provides
audit service of all institutions for the purpose of determining
that costs claimed are reasonable, allocable, and allowable

. . ' -. .
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under applicable regulations and terms
audits are made in accordance with

or

the contract. The

~enerally

accepted auditing

standards and to the extent deemed necessary in the circumstances. The internal control system and accounting practices
are reviewed. Particular emphasis is on the receipt and disbursement of cash, recording costs, personnel practices, payroll
distribution, purchasing procedures, and property management.
The institutions of higher education will eventually be
required to provide the Government with audit coverage of contract costs. At the present time, this function is actually
duplicated by the institution and the Government. Independent
accounting firms audit the institutions and provide them with
detailed financial statements which include the same financial
data that the Government requires to support the costs incurred
during performance of research or special training contracts.
These data may not be in exactly the aesired form according to
the Government procedures, but the data can easily be adapted
to comply with the required reporting. The institutions, at the
present time, prepare an indirect cost proposal which is audited by the Government auditors. The costs contained in the proposal may be accepted or not accepted by the Government auditors.
Independent audit firms could audit these costs and provide the
Government a certification in the same manner they certify
financial statements for financial institutions, stockholders,
and other interested parties.

·, -,, ···Y,
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The audit objective in the Government review of an
educational institution, is to ascertain that costs included
in claims and financial reports under Government negotiated
cost type contracts are reasonable, fairly presented, appropriately charged or allocated, and determined in accordance
with the terms of the contract and applicable regulations. It
is the practice of Government auditors to make their audit on
a comprehensive basis as contrasted with a contract by contract
approach, especially if the university has substantial Government business. The auditor will evaluate the university's
policies and procedures and examine selected transactions to
the extent necessary to enable him to reach en opinion regarding the accuracy and reliability of the university's
records and cost representation.
The Government auditor is primarily concerned with two
classes of costs which are incurred during the performance of
a research project, these costs incurred are either direct or
indirect costs. Direct costs may be defined as those that can
be identified specifically with a particular cost objective
and indirect costs may be defined as those that have been
incurred for common or joint objectives, and are not readily
subject to treatment as direct costs of research contracts or
other ultimate cost objectives.
The direct costs are usually well defined in the

46
research contract including any pre-contract or unusual costs
whic~

are identified at negotiation and covered in the contract.

The indirect costs of an educational institution often present
a complex allocation as they must be properly and equitably
allocated between . ''the instruction and organized research
activities of the institution.
The author of "The Effects of Federal Progi·ams on
Higher Education," is in favor of auditors or accountants
being specialists ir.. certain areas. He says that "much good
would result from tbe formation of a corps of civil servants
within each

sc1~nce

agency to specialize in auditing and

administering research at educational institutions and build
up, over the years, experience with and sympathy for the
problems of higher education.n 44
A study group gathered data from thirteen universities,
including both public and private institutions, for the purpose
of writing the publication, "The Administration of Government
Supportea. Research at Universities," which was issued in March,
1966. The study disclosed when "comparing agencies, diversity
of procedure surrounds every aspect of research administration:
proposal submission, review process, reporting arrangements,
audit practices, etc. The universities visited were unanimous

44

Orlons,

~·

cit., P• 229.

47

in their request for greater interagency uniformity."

45

The policy of some Government departments is that the
Government auditor is the authorized representative of the
sponsoring agency's contracting officer for the purpose of
examining

reimbursem~ut

vouchers received directly from the

educational institution. The auditor approves !;he voucher for
provi.siona 1 payments and transmits them to the Government
financial management officer for processing the payment. If
the auditor suspends or disallows any cost, he notif:f.es the
ins ti tu ti on of t:Oe·1ac tion. If the institution disagrees, it
I

may appeal in writing through the auditor to the sponsoring
agency's contracting officer who will make his determination
in writing to the institution.
The DREW's policy is somewhat different as th.a
Government auditor acts strictly as an advisor to the
sponsoring agency's contracting officer. Reimbursement
vouchers are submitted directly to the Government sponsoring
a~ency

and all suspensions and disallowances of costs are pro-

ceased directly between the institution and the sponsoring agency.
The different policies of Government departments, regardlesa of what may be minor in nature, creaces a confusion
at the operating level and becomes a concern of auditors

4511 The

Administration of Government Supported Research
at Universities," O£a ~·, P• 61.

..

~.:.;:
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whether they are Government auciitors or the educational
institution's auditors. If a university is required to comply
with different policies of various Government agencies, its
internal audit staff is responsible to see that the accounting
system is adequate to adnpt to the

op~rating

needs.

The internal auditor of the university "should be
constantly vigilant concerning the adequacy of the system of
internal control and should check to see whether the policies
of the chief business officer, the president, and the governing
board are being constructively obeyed. Included in the functions of

auditing is a review of business systems and
procedures with suggestions for change and 1mprovement." 46
ir~ternal

Sound financial management principles provide for
adequate internal control through proper assignment of fiscal
responsibllities and a continued review of the !)J:'oceaures.
There should be an annual audit by independent accountants.
"There are four purposes of the independent postaudit-verification
of the accuracy of the financial records, verification of the
integrity of the employees of the institution, expert advice
on the accounting methods and business practices, and verification
of financial statements~" 47
'fhe internal auditor of the educational institution

46Scheps and Davidson,££·
47 Ibid., P• 7.

cit~,

p. 342.
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should have a good working relationship with the external
auaitor as they are both interested in sound financial management policies and procedures. The cooperation of the internal
~uuitor

with the independent auditor will often reduce the

time required for the audit, therefore, saving the university
audit costs. "Copies of all internal audit reports should be
made available to the external auditor." 4b
"The auditor's opinion should follow the standard form
recommended by the American Institute of Certified Public
Accountants, for reporting on financial statements of commercial
enterprises, if the institution maintains its accounts in
conformity with generally accepted accounting principles for
colleges and universities, as set forth in this volume,n 49
"Colleges and University Business Administration."

c. w.

Edens, Certified Public Accountant, a partner

with Haskins and Sells, wrote a chapter in the "Encyclopedia
of Auaiting Techniques," entitled "Audit of a University." "The
writer believes that generally accepted accounting principles
have been clearly defined as to educational institutions and
that, therefore, the standard opinion should be used and that
no

r~ference

48

need to be made to generally accepGed accounting

ncollege and University Business Administ:rati.~,"

~· ~., P• 217.
49 Ib:td., P• 220.
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principles (or practices) for educational institutions.n 50
The

u. s.

General Accounting Office, on a selective

basis, performs audits of contracts at educational institutions.
These audits are usually in addition to the audits performed
by the sponsoring agency. "Institutions should be aware that
an audit by the sponsoring agency of the Federal aovernment
does not necessarily constitute a final audit of the records.
The

u.

S. General Accounting Office reserves the right to

audit, within legal retention period, any records pertaining
to disbursements by a

Feder~l agency." 51

The Manager in Charge of the Government Contracts and
Grants Department of Peat, Marwick, Mitchell & Co., a CPA
national firm, wrote an article for the December 1968 issue
of "The Federal Accountant," which points out substantial
advantages of the Government

usin~

independent

auditors~

He

states that the advantages "include (1) in many cases the
independent auditor is already doing work for an organization
and has access to existing and inaependently audited financial data which bas been paid for by the entity; (2) duplication in examining by various agencies of Government
(federal, state,

an~

local) is reduced when the basic

50 Encyclopedia of Auditing Techniques, (Prentice-Hall,
Inc. , N.J.) P• 1484.
51

££·

"College and University Business Administration,"
£!i•, p. 55.

51
financial statements are independently audited and are

acce~ted by all of them; (3) since independent auditors are
geographically disbursed and locally knowl·~dgeable, I believe
economies can be realized by using them at the site of the
organization rather than dispatching Government auditors from
./

a limited number of field offices; (4} in view of the very
rapid increase in the size and scope of many Federal programs,
many agencies have experienced difficulty in expanding their
audit staff to meet increased demands. Thus, limited manpower
can be conserved." 52
There are five hypotheses presented in this chapter ..
The next chapter provides the methodology for the research
regarding this study.

52
The Federal Accountant, (Federal Government
Accountants Association, Vol. XVII, No 4, Dec. 1968) pp. 14-15.

CHAPTER II
RESEARCH METHODOLOGY
This chapter describes the methods used in the
research study of evaluating sound financial management in
the institutions of higher education.

I. THE IMPORTANCE OF FINANCIAL MANAGEMENT
Sound financial management will simplify and facilitate
over-all management when certain key functions are the responsibility of the business office. These functions should include
11

{a) assistance in the preparation and control of the budget,

(b) collection and custody of all institutional funds, (c)
handling the funds and properties belonging to endowments, (d)
establishment and operation of a proper system of accounting
and financial reporting, (e) supervision over the purchasing
of supplies and the control over inventories, (f) financial
supervision over auxiliary enterprises, (g) supervision over
the financial aspects of student organizations and loan funds,
and (h) participation in the long-range planning program for
1
the entire 1nstitution." The functions as stated are not all
primarily related to research contracting in the university,

1 scheps and Davidson, Accountint:!j for Colleges and
Universities, (Louisiana State University Press, 1970) p. 5.

53

but they do establish the importance of financial management
to the overall operations of the university. There is evidence
that college administrators are seriously handicapped by the
necessity of conforming with laws, rules, regulations, and
business systems not specifically designed for all of the
university's needs. standard budgeting, accounting, and
business systems should be designed, not only to feature a
system of check and controls to protect the university &gainst
fraud ~nd misuse of funds, but the system should also provide
adequate information for efficient financial management.
"Federal research funus make up a substantial part of
the operating income of universities. The sheer volume of
money affects what they teach, how they teach, ana the quality
of instruction. A general understanding of the magnitude of
Feaeral research and development expenditures is helpful to
an understanding of the total effects of Federal research
funds on universities." 2 It is pointed out in most of ~he
books written regarding universities performing Federal research that Federal funds create problems in the realm of
financial management. Universities reco~nize the necessity
of Federal research funds and most of them have provided
adequate operating procedures. However, "Complicated business

2 charles Kidd, American Universities and Federal
rlesearch, (The Belknap Press of Harvard University Press, 1959)
P• 39.
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affairs have made it necessary to establish special organizetiona, ranging from sections of existin6 business offices to
research institutes which are in large part autonomous. These
offices have been staffed with people who know both university and eovernment business practices. In short, both universities and Federal agencies have adjusted structurally and
'7.

functionally to rapid and extensive changes." 0 The financial
practices and administrative arrangements, that seem to be
characteristic of educational institutions, aid in developing
the climate in which research can best be

perr~ormed.

HoweV'el",

it is stated that "the administration of the university must
understand and foster the conditions under which research of
high quality will prosper. In short, e strong research program
can exist in a university only if the total environment is
favorable, and research funds can provide only parts of that
environmen t. 114
The revised edition of "College and University Administration," published by the American Council on Education, is
used as an operational manual by most institutions of higher
eaucation. This publication is referred to by Government
auditors in their audit reports as the basis for accepting the
university 1 s accounting system. The auditor will accept the
accounting system as being adequate for

3Ibid., PP• 217-218.
4

Ibid., P• 59.

~overnment

contracting
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i::' the accounting principles prescribed by the publication
are substantially adherred to. The publication states that
"the success of the educational prot!lrams of a college or university depends in part upon the adequacy of the administration
of its business and financial operations. The magnitude of
these responbibilities in the administration of budgets and
the programs they support requires superior professional
training, experience, management skills, and personal
qualif1cations." 5
Awards for research and other sponsored projects,
accepted by institutions of higher education, carry with them
responsibilities that have significant implication !n the
internal administration of the institution. Colleges and
universities must accept responsibilities for contract negotiations,

n~nagement

and records, the

of inventories, the maintenance of accounts

prepara~1on

and submission of reports, and

compliance with property and security regulations imposed by
agencies outside the institution. Both academic and business
administrators are involved in developing policies and procedures to meet these responsibilities and to deal effectively
with other related problems.
11

The business office should have primary responsibility

5colle e and Universit Business Administration,
(American council on Education, Wash. D.C. p. 11.

I
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!'or contractual negotiation, for accounting and preparation
of financial reports, and for the collection of payments from
6
sponsoring agencies," The authors of "Accounting for Colleges
and Universities" state that "the business and financial
!'unctions should be centralized in a single business officer
responsible to the president. The chief businegs officer should
be appointed by the governing body upon the nomination of the
president.

117

The business officer plays a very important role

in the management of the university as pointed out by the above
quotations from two publications which were published with the
purpose of assisting the universities with their business
operational problems which definitely include financial
management problems.
"Because of the increasing significance of research
grants and contracts, separate estimates should be made of the
revenues and expenditures related to such agreements. The
magnitude of the projects has an important impact on all
operating areas, such as plant space, personnel, and position
control. Budgets for research operations should be integrated
with the regular budget but adjustea during the year as new
projects are undertaken and others are terminated. The budgets
for research grants and contracts should be brought into the

6 Ibiq.

7

I

p. 50.

scheps and Davidson,~· cit., p, 5 •
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regular budget, not for control purposes in the same way as
for the unrestricted current funds budget, but for a comprehensive view of the total operating activities." 8
The above quotation contains the term expenditures,
which is the actual payment of the costs incurred during the
performance of a research contract. There is a general recognition on the part of both Government and university officials
that certain restrictions on expenditures are appropriate
under research projects as a means of preventing or curtailing
the use of public funds for purposes considered to be inconsiatEmt
with the Government's goals in entering into a research contract.
These restrictions may be applicable to both direct and indirect
expenaitures .. 9
Common interest in conservation of public funds requires
basic principles for the guidance of institutions and Government agencies in the management of public funds allocated
to research and special training. A study conducted by the
Brookings Institution, known as "The Role of The Federal
Government in Financing Figher Education," contains the
statement that "no agency can give away public funds without any
strings at all, and even the simplest grant instruments include
descriptions of ~hat is expected by the recipient, especially

8college and University Business Administration,
££• cit., p. 159.
9 Ibid. ' . p • 52 •
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with respect to accounting and reporting procedures. The
grant is usually paid in installments, and the balance may
l.e

wilir.h~:,ld

if the requirements are not met. Contracts tend

to be more complicated documents which place more specific
obligations on the researcher, but this need not be carried
to excess.n 10 A study performed by the Office of the Controller
General of the United States at one of the large universities,
during 1970, revealed that each Federal agency supporting
research at the university required periodic submission of a
financial report for aach contract. Some of the agencies
require a report quarterly while others only require them
annually. It was found that the financial data, presented in
the reports for the various Government agencies, were fairly
comparable.
Financial policies and regulations assist institutions
of higher eaucation in unaerstanding and adjusting procedures
to satisfy necessa.ry Federal policies and requirements. The
above statement relates primarily to Circular A-21 issued by
the

u.s.

Office of Management and Budget. The purpose of this

Circular is to provide principles for determining costs
applicable to research and development under contracts with
educational institutions. "The principles are designed to

10Alice M. Rivlin, The Role of the Federal Government
in Financing Higher Education, (Brookings Institution, Wash.
D.C., l961) P• 43.
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provide recognition of the full allocated costs of such
research work under generally accepted accounting principles.
The successful application of these principles requires
development of mutual understanding between representatives of
universities and of the Federal Government as to their scope,
~mplementation, and interpretation." 11
Mutual financial responsibility is necessary for sound
and harmonious financial relationship between institutions
of higher education and the Government.
The Government, providing large sums of money to
universities for research, has the effect of strengthening the
administrative capacity of universities. 12 Government agencies,
in exercising their stewardship responsibilities, expect all
universities to employ the same sound management practices in
admlniste!'ing Federally supported activities as they do in
administering activities supported from their own funds.
By any accepted stanaard of measurement, Governmentfunded research by educational institutions has become big
business. The relationship and complex problema of Government
agencies and universities adjusting to the ways of doing
business and the

forbearance, and inventiveness
shown by both parties is impressive. 13
adapta~ility,

llcircular A-21, Principles for Determining Costs
Applicable to Research and Development Under Grants and Contracts
with Educational Institutions. {u.s. Office of Management and
Budget.)
12Kidd, ££• £!!•, P• 170.
l3Ibid., P• 170.
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Moat Government agencies prefer to place maximum
reliance on the financial controls and requirements universities themselves establish to insure proper management of
all their funds, a substantial portivn of which is derived
from their own operations and investments.
A study of a large university revealed that management·
of Federally financed research was in harmony with management
n.eeds and requirements prescribed by Federal agencies.
The auditing of research contracts, performed by
Government auditors or by independent public accounting firms,
is assessed in this study as an important financial management
role.
It is essential that all educational institutions
maintain an internal auditing staff which "serves management
by reviewing the accounting, financial, and other operations
of the institution. The internal auditor should be under the
direction of the chief business officer.n 14 The internal audit
staff should be independent of any of the operating functions
that they are responsible to review and report. The audit
report of the internal audit should be available to the
university's independent public accounting firm or the state
auditor prior to the annual audit of the university.
"The internal auditor, as an employee of the institution
14
College and Business Administration, ££• cit., p. 216 •

. ·---..:•., .
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provides management with information about whether the business
and financial operations are being conducted in accordance with
approved policies and procedures. The independent auditor not
only examines the accuracy and integrity of the financial
reports, but also brings to the business office, assistance,
expert advice, and an independent point of view on accounting
and fiscal problems.n 15
II.

THE IMPROVEMENT OF FINANCIAL MANAGEMENT

The improving of financial management in the institutions
of higher education as it relates to research is the theme of
interested Governmenment representatiyes as well as the
university's over-all management.
The Data Sheet of the publication •Management Accounting"
contains an article which is ent·

~led

"Colleges Resistance to

Coat-effectiveness Analysis Sco:t:>l'e'.:l•" The article stalies that
"Many colleges and universities in financUally-strai tened
conditions today are under fire for their failures to use good
management and cost accounting techniques. A study sponsored
by the Ford Foundation- 'Report on Higher Education' - sharply
criticizes universities' widespre&d resistance to cost-effectiveness analysis as fprofoundly anti-intellectual'· In a recent
address, G. Keith Funston, chairman of the Olin Corp., notes
that almost every current study of university administration
shows that in most of the basic management techniques - in
15 Ibid., PP• 219-220.
. ...
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long-range planning, goal-setting organization, cost-cccounting
and information processing - most colleges and universities are
woefully behind the times. A standard chart of accounts for
example, is desperately needed to

facil~tate

unit-cost studies,

comparison of results and the establishment of results end the
utilizqtion of common data-processing facilities."

16

The Department of Health, Education, and Welfare issued
a brochure titled "A Program for Improving the Quality of
Grantee Management." This document is just as applicable as a
guid~line

for institutions of higher education in all of their

research projects regardless whether the research is done
under a grant or contract .. It is stated in the brochure that
"management review and evaluation guides for the following
systems have been developed: (1) Fiscal Administration; (2)
Procurement; {3) Property Manaeement; (4) Personnel; (5) Facilities Management; {6) Planning and Budgeting; (7) Management
Inform~tion;

and {8) Inventories and Patents. These particular

systems have been identified for review and evaluation because
they comprise an organization's overall management structure
and represent fairly distinct activities necessary to the
organization's basic function1ng.n 17 The brochure is the result
1 6 Management Accounting (National Association of
Accountants, July 1971) p. 10.
17A Pro ram for Im rovin
.Management, U.s. Depa:r>tment of
P• 3.
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of a joint effort of representatives of the Federal Government,
State Departments, hospitals,

univers~ties,

medical schools,

and private nonprofit founaations.
The brochure contains a statement made by the Under
S6cretary of DHEW that "the management evaluation approach
provides for varying HEW policy requirements based on the quality
of grantee management. I believe it is important that we recognize
organizations with management excellence by relaxing our
surveillance in certain grants management areas. By the same
measure, we must also identify grantees whose management is less
than adequate and establish more rigid requirements until the
management def'iciencies are corrected."

18

There is a continued effort by Government and university
representatives to relax controls, however, Federal guidelines
will always be essential to sound financial management.
"The growth of Federal funds in many universities has,
of course, proauced profouna changes in university administrative organization and procedures. Experience has led many
universities to develop reasonable sophisticated management
systems for their sponsored research activities. However,
19
improvements are still needed."
The Federal Government chooses to support research at
18

Ibid., p. Forewor d •

19 The Administration of Government Supported Research
at Universities, (u.s. Office of Management and Budget, 1966)
P• 38.
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universities rather than with other types of institutions in
many cases because "historically, university management and
faculty self-policing have been adequate to enable the
Government-university administrative relationship to be kept
reasonably simple. Universities should recognize more fully
the importance of both the quality of their business management
and the type of professional conduct of faculty members when
the university accepts Federal funds." 2 Closer cooperation

°

between university administration and faculty members engaged
in Federally funded research can be beneficial both to the
university and the Government, there should be a clearer
understanding by project directors of their responsibilities
when expending Federal funds.
"Federal agencies are limited in what they can do to
assist unive~sities in upgrading their internal administration
of Federal funds. Essentially, the Government must rely upon
the universities and should expect them to take the initiative
for improvement if they expect to continue to participate in
Government sponsored research. 1921
The universities have a responsibility for improving
the management of research funa.s provided by the .Government
and the Federal agencies have a "responsibility for providing
20

.!£M•

21

1

P• 38.

Ibid., P• 40.
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adequate audit coverage of research programs to insure that
public funds have been used in accordance with applicable
laws, regulations, agreements, and program objectives. This
is an area which requires effective interagency coordination
to achieve economy and efficiency as
Government-university relations.n 22

~vell

as improved

The formulation of financial policies and regulations
are essential within the university and the proper interpretation of Federal policies and regulai;ions as they relate to the
financial aspects of research sponsoreo by the Government will
aid in improving the image of the financial manager. Administrative "red tape" within the university, resulting from
misinterpretation of Governmental regulations or a failure to
provide the type of service the researcher needs to aid him in
his work, lowers his morale and reduces his productivity. "The
growth in funds, together with agency and congressional
concern over the effectiveness of research administration, have
produced increasing Federal administrative restrictions,
regulations, and controls on research grants and contracts." 23
The U.S. Office of Management and Budget Circular A-21,
provides uniform cost principles for Government-wide use. The
~olicies

regarding the costing principles and procedures

22
23

Ibid., P• 44.
Ibid. 1 P• 3be
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contained in this Circular will, along with the regulations
found in the Armed Services Procurement Regulations and the
Federal Procurement Regulations, provide the financial
guidance needed to maintain a good Government-university
relationship.
Ci~cular

A-21 is designed to provide a uniform

Government-wide approach to determinin6 the costs applicable to
research work performed by educational institutions under
Federal contracts. If an agency chooses to pay less than the
applicable costs, the Circular provides that, "The arrangements
for agency and institutional participation in the financing of
a research and development project are properly subject to
negotiation between the agency and the institution concerned in
accordance with such Government-wide criteria as may be
applicable."

24

The Circular does make it clear that no provision

for profit or other increment above cost is intended. This provision is one of the differences between Government contracts
with universities and those with industrial organizations. The
latter include a fee or profit which is intended to cover the
full return on capital employed in the business. Circular A-21
applies the same principles concernin6 equity, reasonableness
and sound business practices as do the principles applicable to

24

Circular A-21,

££·

cit., P• 1.
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industrial concerns but the Circular is tailored to the
various characteristics of the educational institutions.
The time lag between the payment of project costs
and the reimbursement by Federal agencies, principally under
cost-r,eimbursement contracts, requires universities to use
their own funds monthly. Universities maintain that since
they are not allowed a fee or interest on such funds, the
agencies should advance funds to cover all project costs
incurred.
In order to be accepted as direct coats of a

Government-sponsored research project, the items charged must
conform with certain standards provided in the Circular. In
general, these standards require that the goods or services
charged directly to an inaiviaual project are for the exclusive
benefit of the work under the project, e.g., that any material
charged was consumed in or applied to the project, and that any
service charged, such as the salary of an individual, 1s based on
measured time or effort spent in furtherance of the work under
the project. These requirements are mentioned only because they
are indicative of the fact that the principles are designed to
measure research costs with reasonable precision.
The inoirecu cc~~s for Federally-sponsored research work
is always a subject that is studied and discussed at great length
by representatives of Government agencies and universities
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when Circular A-21 is revised. The subject is dealt with in
some detail in the Circular principles because indirect costs
are an important element of total coat. In view of the general
interest in the procedure for determining the amount of indirect costs applicable to Government research work, it might
be well to explain briefly the general approach and essential
considerations involved but omitting the details and technicalities encountered at the various stages of the process.
As a first step, it is necessary to ascertain the total
expenses incurred by the educational institution for the
operation of all administrative and central or supporting
service activities that qualify as "overhead" functions under
the Circular A-21. This process involves a screening and
recasting of the institution's financial data in order to come
up with the total amount cf indirect expenses deemed applicable
to the various programs of the institution, including Government
research. Such indirect expenses are usually categorized under
the following .headings: (1) 6eneral administration and general
expenses; (2) research administration expenses; (3) operation
and maintenance expenses; (4) library expenses; and (5)
departmental administration expenses.
The next step 'is to distribute the total amount of
institutional indirect expense developed among three basic
divisions of the educational institution. These three divisions

·:
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are defined for the purpose of Circular A-21 as: (1) instruction; (2) research; and (3) other institutional activities.
The distributions of indirect expenses to the three divisions
are made in a manner designed to approximate relative benefit
to the respective divisions as far as ascertainable. For
example, the total under the indirect expense category for
operation and maintenance is distributed among the three
divisions on the basis of the relative amount of space occupied
by each. This distribution process establishes the research

indirect expense pool, by identifying the portion of the total
indirect expense that is deemed to have been generated by
research work at the institution. The final step is to
establish the indirect cost rate, which is the device used to
spread the amount in the sponsored research indirect expense
pool among the individual research projects at the institution.
The indirect cost rate is established by computing the percentage relationship of the amount in the research indirect
expense pool to the total amount of salaries and wages charged
directly to all sponsored research at the institution. Each
research contract can then be assessed for its share of the total
research indirect expense pool by applying the percentage rate to
the direct

s~laries

and wages component of the contract.

Each time that Circular A-21 has been revised, it has
required intensive study by Government and university
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representatives. It is the mutual responsibility of both
Government and universities to continue to study the various
cost elements

appl~cable

to research in order to improve the

financial management of research contracting.
There are many complex factors that must be considered
if the financial problems of educational institutions are to be
viewed objectively. They are better understood when Government
and university coordinate in their attempts to acquire
equitable solut:ions regarding costs on Government contracts.
U. S. Office of

M~J:l.agement

and Budget has issued

Circular No. A-88 which "provides policies for coordinating the
establishment of indirect cost rates for, and the auditing of,
Federal grants and contracts with educational institutions.
The objectives are to promote a coordinated Federal approach in
25
these areas and to achieve more efficient use of management."
It is stated in the Circular that "one Federal agency may carry
out the indirect cost rate negotiation while another may be
responsible for the auditing but, wherever possible, the same
agency will perform both of these relateu functions at a
single institution."

26

It is well recognized that mutual financial
25 c1rcular A-88, Policies for coordinating the determination of indirect cost rates and auditing in connection with
6rants and contracts with educational institutions, (u.s.
Office of Management and Budget) P• 1.
26

Ibid., P• 2.
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responsibility is necessary for sound and harmonious .financial
relationship between institutions o.f higher education and the
Government.
"Continual upgrading of university business .and
accounting staffs and procedures will lead to more prudent
handling of Federal .funds, but closer cooperation between
university admini~~tration and faculty members engaged in
Federally .funded research can be beneficial both to the
university, and the Government. Regardless o.f the organizational
form through which this cooperative endeavor occurs within the
univer$ity, the objective should be a clearer understanding by
principal investigators of their responsibilities when
expending Federal funds. The university should strivf; to
strengthen its own role in managing its research enterprise
regardless of the source of funds. 1127
The auditing of research contracts performed by
Government auditors or by independent public accounting firms
is a financial management responsibility.
"As a means for achieving economy and efficiency, and
improving Government-university relations, all agencies should
coordinate their auditing requirements with the objective of
having the audit work at a single institution performed by
auditors of one agency for all agencies having research
27
The Administration of Government Supported Research
at Universities, £E• cit., p. 39.
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agreements with that institution."

28

The Assistant Secretary Comptroller, Department of
Health, Education, and Welfare wrote an article for the
"Federal Accountant" titled "Increasing Use of CPA's by the
Federal Government" in which he statea that "the Federal
Government has recognized the contribution of independent
audits ana increased reliance has been placed on such audits.
The avoidance of unnecessary duplication of audits between
Federal and Sta·te or local agencies was the subject of a
recently-announced qovernmen t wide policy which stated 1n part
'While the Federal Government cannot automatically accept audits
performed by a representative of the grantee, maximum use should
be made of audits performed by the grantees' internel or
independent auditors, so as to avoid unnecessary duplication by
Federal auditors.' This new policy holds great promise for the
fu~ure.

We are at the threshold cf a new era in the relationship

of the Government to its people .and its institutions. The new
will emerge from the traditional strengths oi" our country.
Certified public accountants have

3D

important role tG play in

this process. All of our efforts up to now to improve finunc ial
management for recipients of

F~deral

funds are really just

pilot projects. The real breakthrough is yet to come, and the
prospects are exciting." 29
28 Ibid., P• 45.
29

Increas in Use of CPA's B The F'edera l Government,
(The Federal Accountant, Vol. XVI, No. 4, Dec. 1967 p. 85.
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This chapter, so far, has given emphasis to data
relatine!; to the importance and improve;Jent of financial
management as found in the literature. The various aspects
of the current research of the study will conclude this chapter.
III.

THE CURRENT RESEARCH

The current research encompasses various steps carried
out in sequence for the purpose of verifying and evaluating
the hypotheses as related to sound financial management.
Interviewing Members of Certified Public Accounting Firms.
The first step explored was to conduct personal
interviews with members of Certified Public Accounting

firms~

Twenty CPA firms were selected from Montgomery County,
Maryland. The firms were selected from the 1971 Annual Reg :. ster,
Certified Public Accountants and Public Accountants of the
State of Ma:ryland. The firmsselected were convenient to the
researcher for conducting personal interviews but did in fact
represent all of the CPA firms located in Montgomery County,
in the Washington,

n.c.

metropolitan area.

The twenty firms were listed in alphabetical order
and a twenty five percent random sample chosen by starting
with the second firm listed. (It is recognized that this is
not a true probability sample since the 2nd, 6th, lOth, 14th,

I·:.~·:

··:
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and l8toh firms listed had a 100 percent probability of being
selecteu and the other firms no probability but since the
starting point, the 2nd listed

firm~

was chosen from a table

of random numbers the approximation to a probability sample
was seen as being sufficient for the research purpose.) A
senior member of the selected firms was telephoned to arrange
a personal interview. However, during phone conversations
with each of the individuals called, it was determined that
none of the firms contacted had audit or accounting experience
wi~h

euucational institutions, therefore, they were unable to

comment on the merits of the financial management at educational
institutions.
Several of the accountants called volunteered that all
of the area educational institutions are audited by so-called
national accounting firms and in the case of one of the
universities, audit is

cond~cted

by the State of Maryland. The

local offices of the national accounting firms consider
information regarding their clients to be privileged and refer
all inquiries to the educational institutions.
On the basis of the information obtained, it was
decided that personal interviews with members of the other
CPA firms would not provide beneficial information regarding
financial management at educational institutions. Thus this
phase of the study was eliminated.
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Discussions with Government Auditors and Government Procurement
Personnel.
The second research step was to discuss the study of
financial management in institutions of higher education with
Government auditors and procurement

personn~l.

The auditors advised that they perform their audits
in accordance with prescribed Government regulations and
procedures and base their audit findings on those regulations
end procedures. No overall financial management review is made
at this time. They said that the prime objective of their
review is to determine whether administrative and financial
internal controls are adequate to insure proper accounting
for and reporting of the funds provided and that the expenditures
were incurred only for purposes of the research projects and
in accordance with applicable agency regulations and terms of
the contract. They concurrently examine the accounting procedures
and system of internal control to determine the adequacy of the
university's management policies and decisions affecting costs.
The auditors also advised that examination was performed on a
selective basis in accordance with generally accepted auditing
stanaaras and included tests of the accounting records and a
review of the internal control and such other auditing procedures
as ere considered necessary in the circumstances.
According to the auditors, the universities are not
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required to follow any particular accounting system and if
~he university under audit has complied with Government

Manuals and the various Circulai'S which identified research
cost by projects, the coats were accepted. The auditors
perform what is known as a comprehensive audit of most
universities. This is basically an audit of the universities
accounting procedures. If the procedures are acceptable then
all the contracts completed during the period of the audit
are considered acceptable for closing.
The study was also discussed with Government
procurement personnel in the Department of Health, Education
and Welfare who advised that they negotiate and administer
research contracts with universities according to regulations
and procedures found in the Federal Procurement Regulation.
The section that primarily concerns the financial management
aspec~s of research contracts with educational institutions

is Section 15-3. Government procurement personnel are usually
assisted by Government financial management personnel in most
research procurement with institutions of higher education.
Procurement personnel, particularly the contracting
officer, is responsible for the business evaluation. This
normally centers around cost analysis and analysis of the
university's financial strength and management capability.
Elements considered in cost analysis generally include
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direct material and labor costs, subcontracting, overhead rates,
general and administrative expense, travel costs, etc. Elements
considered in evaluating the university's financial strength
and management capability include organization, past performance
or similar contractual efforts, reputation for reliability,
availability of required facilities, cost controls, accounting
policies and procedures, purchasing procedures, personnel
practices, property accounting and control, and financial
resources.
The university must provide evidence and supporting
documentation for an adequate business evaluation either
prior to or during negotiation of the contract.
Inquiries Mailed to Accounting Associations.
The third step was to mail letters to three national
accounting associations requesting information as to available
publications and research studies regarding the financial
management in institutions of higher education.
The American Institute of Cert1.fied Public Accountants
repliea that there is no AICPA

literat~re

on the subject. The

Institute made the following suggestions: (1) request information
from the Department of Health,

~aucation,

and Welfare; and {2)

request information from the National Association of College
ana University Business Officers •
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The American Accounting Association replied that they
have only a small administrative office without a large
research staff, therefore, they are unable to delve deeply
into the subject or offer much assistance. The Association did
suggest that past issues of "The Accounting Review" be reviewed
for articles and book reviews.
The National Association of. Accountants responded that
~hey

have no publications dealing directly with the particular

subject being investigated. The Association suggested, .b-ecause
the topic is very specialized, that contact be made with
organizations involved in this type of work such as M.I.T.
and the Rand Corporation.
Most of the suggestions submitted by these organizations
were investigated and found to be helpful.
The Questionnaire Pretest.
The fourth step was the

pretestin~

of the questionnaire.

Based on the earlier steps a two page questionnaire was designed
and then pretested by mailing it to six universities which
included three private and three public schools. These
universities are located in Illinois, Massachusetts, New Jersey,
New York, North Carolina, and Virginia.
Response to this questionnaire was excellent. Five of
the six universities returned completeu questionnaires within
two weeks. A follow-up letter was mailed to the remaining
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university, however, the completed questionnaire was received
the day after the follow up letter was mailed..
~ach

of the questions in every questionnaire was

completed. No questionnaire was answered inappropriately and
none of the universities indicated any difficulty in answering
the questionnaire. Based on this strong evidence the original
instr-u:nept was adopted without modification to serve as t{le
mainstay of the mail survey. It should also be noted that
fifty percent of the universities in the pretest expressed
an interest in

r~ceiving

a copy of the completed study.

Mailed Questionnaires to Universities.
The fifth step was the mailing of questionnaires to··
selected universities to obtain essential data for the study.
The universe used for the sample included both public
and private educational institutions located throughout the
United States. This universe is found in a listing prepared
by the National Center for

Statistics, Office of
Education, Department of Health, Education and Welfare. 30
~aucational

The list includes a total of one hundred and sixty universities of which ninety five are public and sixty five are
private. The publip universities include State and Federal
")

schools and the private universities include independent
30opening Fall Enrollment in Higher Education 1970,
(The National Center for Educational Statistics, Office of
Education, Dep't. of Health, Education, and Welfare, Wash.,
D.C.) PP• 29-bO, Table 5.

so
non-profit and church affiliated schools.
The one hundred and sixty universities are listed
alphabetically by states and include student population
ranging from 3,121 to 74,125. Forty one universities, which
represent twenty five percent of the total universe, were
selected to be sampled. The forty one universities were
divided lnto two strata, the public and private s~hools.
Every third private and every fifth public university was
systematically selected for the sample. Starting with the first
listed {as determined by a random number table) the selection
of eve~y third private and every fifth public university is
based on the ratio of 22 to 65 private and 19 to 95 public
universities. From the total 160 universities, 22 private
and 19 public universities were selected as the recipients of
questionnaires for the research survey.
Review of Final Audit Reports from Files.
The sixth step somewhat relates to the second step,
"Discussion with Government Auditors" and the fifth step,
"Mailed Questionnaires to Universities. 11
A review was made of final audit reports reporting
costs incurred for the period of performance under cost reimbursement Government research contracts with thirty universities. The reports reviewed were those submitted by several

....; >- ·, ·' ..-
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Government audit agencies and taken from the files of an
agency within the Department of Health, Education and
Welfare. The audit reports were submitted within the past two
years and final payments were made to the applicable university based on the report, therefore, they are considered
representative of all final audit reports of acceptable costs
incurred during performance of research contracts with univers i ties.
The thirty audit reports consisted of fourteen public
and sixteen private schools and included those with large as
well as those with small student populations. They are
geographically located throughout the United States.
The Questionnaire.
The questionnaire, used in this survey, contained
eighteen items requiring the respondent to check an applicable
blank space and one item for comments including any desired
criticism {see appendix). The length of the instrument was
two pages. It was mailed to individuals by name and position
title. 'rhese questionnaires were mailed to forty one univer..,_
sities which consisted of nineteen public and twenty two
private universities. To secure the attention of a top member
of the financial staff of each university, the initial
questionnaires were mailed with a covering letter signed by

~
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the aissertation advisor.
The questionnaire and covering letter, along with a
self addressed stamped envelope, was mailed in a nine by
twelve white envelope which was preprinted with the researcher's
name, certified public accountant, and address in the upper
left hand corner. The same size and color envelope, with the
researcher's name, etc. preprinted was used for the questionnaire
replies.
A total of twenty seven replies were received from the
initial mailing. Twelve public and fifteen private universities
responded. The universities responaing were 63 percent of the
public and 68 percent of the private for 66 percent of the
total number surveyed.
Two weeks after the initial mailing, a follow up of
the same questionnaire was mailed with a covering letter
signed by the researcher to those universities which had not
responded. There were six additional replies, two from public
and four from private universities. This was 80 percent of
the questionnaires, 74 percent from public and 86 percent from
private schools.
Two and one half weeks after the first follow up, a
second follow up letter was mailed to those universities that
hau not replied. Three aoditional public universities submitted

',_;.
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completed questionnaires.
The total number of questionnaires from the forty one
universities was thirty six, seventeen from public schools and
nineteen from private schools or 89 percent public and 86
percent private for an overall percentage of 88

percent~

The questionnaires were fully completed by thirty five
universities and one university stated that they did not
perform research for the Government. Two public and three
private universities did not respond even after the second
follow up, however, there is no indication that those universities
were essentially any different than those that did respond. It
was verified that all five non-responding universities perform

research for the Government.
Each covering letter to the universities and the
second follow up letter stressed that all replies are strictly
confidential, are for the purpose of the doctoral study, and
will be presented only in statistical form. Within the thirty
five completed questionnaires, all questions were answered
ana some expressed their interest by requesting copies of the
completed study. The researcher feels that he received excellent
cooperation from the administrators of the universities.
The first two chapters presented the research problem
and the steps used in the study of evaluating sound financial
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management in the institutions of higher education. In the
following chapter, an analysis of the findings regarding the
study is pres en ted.
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CHAPTER III
RESULTS: PROBABILITY SURVEY

The previous two chapters presented the research
problem, the theoretical material, and the methodology
including the sampling processes used in the investigation
of sound financial management in institutions of higher
education as related to Government negotiated research
contracting. The prior two chapters also stated the five
hypotheses which formulate the research study.
This chapter contains an analysis of the variables
found in the mail questionnaire. The findings are discussed
in more detail in Chapter

1.

v.

FINANCIAL MANAGEMENT IN INSTITUTIONS OF HIGHER EDUCATION
AIDS IN DEVELOPING THE CLIMATE IN WHICH RESEARCH AND
SPECIAL TRAINING CAN BEST BE PERFORMED

Research Agreements and Projects.
The.research discloses that funding for Government
research performed at universities is provided through the
use of both grants ana contracts. Only one out of thirty six
universities responaing to the survey performs no research
for the Government through the grant and contract mechanism.
Of the thirty five performing research for the Government,
all have contracts and 97 percent (34) have grants. By
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Government agency all of the public and 94 percent of the
private universities have either research grants or contracts
with DREW; 87 percent of the public and 90 percent of the
private currently do research for DOD; and 94 percent of the
public and 90 percent of the private do research for some
other Government agencies.
There is only a minor difference between the number
of public and private universities performing research for
the Government, however, it is worth noting that about 10
percent more universities perform research for the civilian
agencies than for the defense agencies. This is primarily
due to the type of research usually performed by universities
which is of a non-defense nature.
Independent Management Advisory Service.
Management advisory service has become an essential
function of many independent accounting firms. In addition
to auditing the fiscal records, the service encompasses
over-all financial management review. This provides management
with important financial information and a sound basis for
entering into contract and

gr~nt

negotiations.

Thirteen of thirty five universities responding to the
questionnaire had management advisory services. Fifty percent
of the private institutions avail themselves of the service
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while less than one half of that percentage or 24 percent
of the public institutions have advisory service. A chi
square analysis shows this difference to be non-significant
at a .05 level of confidence despite a ratio of 2 to l of
private to public universities.
Staff Training for Financial Management.
Staff training, in the field of financial management,
~s

bein6 encouraged in most Government agencies and within

many organizations, industries, and large businesses.
The current analysis oi' the universities responding
to the survey revealed that 31 percent have some form of
staff training. Forty four percent of the private and 18
percent of the public institutions have a staff training
program. It is realized that the quality and degree of
training will vary greatly from university to university.
Summary.
An analysis of the first two variables, types of
research agreement and the Government agencies that the
research projects are with, only reflect minor differences
between public and private universities. Variable three,
inaependent management advisory service shows a ratio of
2 to l in favor of private universities over public ones.
The final variable, staff training for financial management,

88
TABLE 2
COMPARISON OF 17 PUBLIC AND 18 PRIVATE UNIVERSITIES WITH
RESPECT TO TYPE OF RESEARCH AGREEMENTS, FUNDING
AGENCIES, MANt"GEMENT ADVISORY SERVICE, AND
STAFF TRAINING

University
Charac teris t 1c

Total
Number Eercent

Research Agreement:a
Contracts
Grants

Public
Number _Percent

35
34

100
97

17
16

100
94

34
31
32

97
91

16
15
16

Independent Management
Advisory Service:
Yes
No
Total

13
22
35

37
63
100

4
13
17

Staff Training for
Financial Management:
Yes
No
Total

11
24
35

31
69
100

3
14
17

Research Projects With:
DREW

DOD
Other Agencies

Private
Number Percent

18
18

100
100

94
88
94

18
16
16

100
90
90

24
76
100

-

9
9
18

50
50
100

18
82
100

8
10
18

44
56
100

tj

a
8tl

-

8

The same university may have contracts and grants with
Government agencies. They may also perform research for more than
one Government agency during the same period.
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shows a 2 to l ratio that private schools provide training
in the field of financial management.
The study has shown that Government sponsored research
is performed by almost all institutions of higher eaucation.
However, utilization of management advisory service and
provision for staff training appear to be areas where many
universities can improve and thus fos.ter a better climate in
which research may be performed.
II.

INSTITUTIONS OF HIGHER EDUCATION AND THE GOVERNMENT
HAVE A COMMON INTEREST IN ASSURING THE
CONSERVATION OF PUBLIC FUNDS

Type of Accounting System.
The survey of the institutions of higher education
verifies that they have integrated ADP and computers into
their accounting systems. Ninety four percent of universities
performing Government research had automated accounting systems.
This percentage is constant for both the public and the private
universities. Automated accounting systems are highly desirable
since their presence makes financial information readily
available both to management and Government agencies.
Indirect Cost Proposals Reviewed by Accounting Firms.
The survey also revealed that a large percentage of
the universities do not have indirect cost proposals reviewed
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by their accounting firms. Eighty eight percent of the
institutions uo not have the proposals reviewed. However,
eleven percent more of the private than the public universities
do have a review performed. The indirect cost is contained in
the grant or contract proposal, therefore, accurate reporting
to Government agencies is essential to obtain an equitable
and accurate indirect cost rate.
Maintains Individual Accounts for Research Costs.
The Government does not prescribe any particular
accounting system for universities performing research but
it does require that the system is adequate for accumulating
costs for all research projects.
The survey shows that all universities maintain
individual accounts for accumulating research costs. This meets
the Government's requirement.
Summary.
The first variable, type of accounting system, does not
show any difference between public and private universities.
Variable two, indirect cost proposals reviewed by accounting
firms, shows that 11 percent more private than public universities have the indirect proposals reviewed and the percentage
of universities having their proposals reviewed is an overall
12 percent.
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TABLE 3
COM.fARISON OF 17 PUBLIC A.N.D 18 PRIVATE UNIVERSITIES WITH
RESPECT TO TYPE OF ACCOUNTING SYSTEMS, INDIRECT
COST PROPOSAL REVIEW, AND RESEARCH COST
ACCOUNTS

University
Characteristic

Total
Private
Public
Number Percent Number Percent Number Percent

~u

Typ'e of Accounting
System:
Automated
Manua 1
Total

33

100

17
1
18

-

1
16
17

6
94
100

3
15
18

17
83
100

-

17
0
17

100
0
100

18
0
18

100
0
100

35

94
6
100

16
1
17

Ind.irec t; Cost Proposal
Reviewea by Accounting
Firm:
Yes
No
Total

4
31
35

12
88
100

Maintains Individual
Accounts for Research
Costs:
Yes
No
Total

35
0
35

100
0
100

2

94
6

94
6
100

'.

.-:._,.,_._.
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An analysis of variable three discloses that public
ana private universities are uniform and consistent in their
accounting for research cost.
The findings indicate that institutions of higher
education and the Government have a common interest with
respect to the type of accounting systems and the maintaining
of inuividual accounts for research costs as these areas
reflect sound financial management.

Howeve~

the lack of

indirect cost proposals being reviewed by accounting firms
shows need for improvement. There could be a conservation of
time by having the proposal reviewed by the accounting firm
prior to submission to the cognizant Government agency. This
variable will be discussed more fully in a subsequent chapter.

III. FEDERAL GOVERNMENT FINANCIAL POLICIES AND REGULATIONS,
AS THEY PERTAIN TO UNIVERSITIES, ARE PROVIDED TO
ENCOURAGE MAXIMUM REALIZATION OF RESEARCH
AND SP~CIAL TRAINING PROJECTS
Costing Methods - Depreciation or Use Charge.
The findings of the mail survey establishes that both
public and private universities prefer the use charge rather
than depreciation to recover costs for the use of

the~r

buildings, capital improvements, and useable equipment.
Ninety one percent of the institutions prefer the use charge.
Comparing the public and private universities, the percentage

.. :.: ··'··.

..

·,.
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is 88 and 94 respectively.
Title to Research Property Transferred at Negotiation.
The question asked the universities surveyed was if
they request Government agencies to vest title of property
acquired with Governmental research funds at the time of
negotiating the contract. Forty six percent of the universities
responded that they do request research property to be transferred to them at the negotiation. Sixty one percent of the
private ana thirty percent of the public universities request
transfer of title at the time of the negotiation.
Government Financial Regulations and Procedures are Uniform
and Consistent.
The universities sampled do not acquiesce that regulations and procedures established by the Government relating
to financial aspects of research contracts to be uniform and
consistent. Sixty six percent of the universities do not think
they are uniform, but, on this point, there is a difference
of ovinion between the public and private universities. Eighty
two percent of the public and fifty percent of the private do
not find the regulations to be uniform. Chi square analysis
shows p to equal .05 but less than .02 and the ratio is 3 to
1 that private universities accept the regulations as being
uniform and consistent.

·•

1.. - ':·'I
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Summary.
The findings show a definite preference for the use
charge rather than depreciation as an indirect cost.
There is a wide variance between the public and
private universities as to the title

~u

research property

being transferrea at negotiation. The difference indicates that
private uni'versities have more interest in obtaining the
research equipment.
There is also a considerable variance between the public
and private universities regarding uniform Government regulations. The ratio is 3 to 1 for the private universities.
The sampling reflects a consensus that both public and
private universities and the Government are in accord with the
treatment of recovering cost for use of buildings, equipment,
etc., however, there is a difference of opinions regarding the
transfer of title of research property and whether Government
regulations and procedures are uniform and consistent. This
difference will be further discussed in a subsequent chapter.
IV.

THERE IS A MUTUAL FINANCIAL RESPONSIBILITY OF
INSTITUTIONS OF· HIGHER EDUCATION AND THE
FEDERAL GOVERNMENT AS RELATED TO
NEGOTIATED RESEARCH CONTRACTS

•rhe Use of Predetermined Indirect Cost Rates.
rl'he sampling of the universities shows similarity in
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TABLE 4
COMPARISON OF 17 PUBLIC AND 18 PRIVATE UNIV~RSITIES WITH
RESPECT TO COSTING METHODS USED, TRANSFER OF
RESEARCH PROPERTY TITLE, AND UNIFORMITY
OF GOVERNMENT FINANCIAL REGULATIONS
I

I,

University
Characteristic

Total
Private
Public
_Number Percent Number Percent Number Percent

I

I

Costing Method Used:
Depreciation
Use Charge
Total

3
32
35

9
91
100

2
15
17

12
88
100

1
17
18

6
94
100

Title to Research
Property Transferred
at Negotlation:
Yes
No
Total

16
19
35

46
54
100

-

5
12
17

30
70
100

11
-187

61
39
100

Government Financial
Regulations and
Procedures are Uniform
and Consistent:
Yea
No
Total

12
23
35

34
66
100

3
14
17

18
82
100

9
9
18

50

-

-

50
100
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all the universities as well as the comparability of the
public and private institutions in the use of

pr~determined

indirect cost rates. The universities are almost equally
divided and the ratio between the public and private
universities is nearly equal.
Receipt of Payment from the Government.
The period of time between submission of a contract
cost voucher and receipt of payment from the Government
varies only slightly between the public and private universities. The analysis shows that 41 percent of the payments
are received within 30 days, 41 percent received within 60
days, and ld percent received within 90 days according to the
public universities, and 44 percent received within 30 days,
44 percent within 60 days, and 12 percent within 90 days
according to the private universities.
Assist in Preparation of Proposal Budget.
The cost budget submitted with a research proposal
contains the items of cost relating to the research project. A
question was included in the sampling which stated, "Are you or
a member of your staff consulted at the time the budgets for
proposed research contracts are formulated'" Sixty six percent

.,
.,J
-~
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of the universities answered ALWAYS, while 34 percent answered
SOMETIMES. In comparing the public and private unj.versities, it
was found that 60 percent public and 72 percent private answered
ALWAYS and 40 percent public and 28 percent private answered
SOMETIMES.
The Use of the Letter-of-Credit.
The single letter-of-credit is a method of reimbursing
the universities for cost incurred under research contracts.
Sixty six percent of the universities are using the
letter-of-credit. Seventy percent of public and 61 percent of
·the private are being reimbursed under the letter-of-credit.
The ratio of public to private universities is 12 to 11.
Summary.
The first variable, the use of predetermined indirect
cost rates, shows no difference between public and private
universities.
The second variable, receipt of payment from the
Government:, indicates very little difference between public
and private universities as to the period of time in being
reimbursed for cost incurred under research contracts.
The third variable, assist in preparation of proposed
budget, shows that 12 percent more private than public

. :,.
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universities are always consulted at the time budgets for
proposed research contracts are formulated.
The use of the letter-of-credit as reflected in the
fourth variable shows a ratio of 12 to 11 in favor of the
public universities, however, this is not a significant
difference.
The responses to the four variables in Table 5
establishes that there is mutual financial responsibility of
educational institutions and the Government as related to
research contracts. However, additional clarification is
essential to fully evaluate the mutual financial relationship.

V.

THE AUDIT FUNCTIONS OF THE GOVERNNENT AUDIT AGENCIES
REGARDING THE AUDITING OF RESEARCH CONTRACTS
PERFOR~l.ED BY INSTITUTIONS COULD BE
PERFORMED BY THE INSTITUTION'S
INDEPENDENT ACCOUNTING FIRMS

En&agement of Independent Accounting Firms.
The survey of the universities included a question
regarding whether or not they engage an independent accounting
firm to audit their records.
The response of the thirty five universities performing
research for the Government and responding to the inquiry
specify that 66 percent engage accounting firms while 34
percent do not. However, when comparing the public and private
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TABLE 5
COMPARISON OF 17 PUBLIC AND 18 PRIVATh UNIV~SITLES WITH RESPECT
'rO PREDE'l'ERMINED INDIRECT COST RATES USED 1 RECEIPT OF
PAYMENT FROM THE GOVERNMENT, ASSIST IN PREPARATION
OF PROPOSAL BUDGET, AND USE OF LETTER-OF-CREDIT

University
Characteristic
I

Private ·
Total
Public
Number Percent Number Percent Number Percent

Predetermined Indirect
Cost: Rates are Used:
Ye!9
No
Total

18
17
35

52
48
100

Receipt of Payment
from the Government:
30 Days
60 Days
90 Days
Total

15
15
5
35

Assist in Preparation
of Proposal Budget:
Always
Sometimes
Total

23
12
35

Letter-of-Credit
is Used:
Yes
No
Total

23
12
35

,·.·, __

·.·."~:.

17

53
47
100

9
9
18

50
50
100

43
43
14
100

7
7
3
17

41
41
18
100

8

-

8
2
18

44
44
12
100

66
34
100

-

10
-177

60
40
100

-

13
5
18

-

72
. 28
100

66
34
100

12
5
17

70
30
100

11

61

-187

39

9
8

100

100

universities, it is found that 94 percent of the private and
35 percent of the public inst'itutions engage independent
accounting firms. A chi square analysis shows p to be .001.
This is a ratio of about 3 to 1 for the private institutions.
Some of the variation between public and private is to be
expected since many of the public universities are audited by
state auditors or by a central audit office of church
affiliated schools in lieu of independent accounting firms.
Number of Government Audit Agencies Auditing Cost Records.
The survey shows

tha~

twenty eight out of thirty five

or 80 percent of the universities have their research
contract cost records audited by one Government agenpy. However,
when comparing the public and private universities, it is
found that 94 percent of the public but only 67 percent of the
private universities are audited by one Government agency.
The analysis shows 33 percent of the private and 6 percent of
the public institutions have two Government agencies auditing
their records.
Cost Records Audited by Government Auditors.
An analysis of the responses received from the thirty
five universities completing the questionnaire shows twenty
five universities are audited annually, seven are audited

"•··:...

;-

101

biennially, and three audited every three years by Government
auditors. A comparison of the public ana private universities
shows ten public and fifteen private audited annually; five
public and two private auaited biennially; and two public and
one private audited every three years.
Cost Records Audited and Indirect Cost Negotiated by Same
Asency.
In response to the question, "Does the same Government
agency audit the costs of research a;5reements and negotiate
the indirect cost rates1", thirty two of the thirty five
universities completing the questionnaire responded positively.
Sixteen out of seventeen public and sixteen out of eighteen
private universities answered YES to the question or 94
percent for public and 90 percent for private.
Summary;.
The first variable shows a larger percent of private
universities engaging independent accounting firms. There is
a ratio of a 3 to 1 variable between private and public
institutions.
The second variable shows there is a ratio of 4 to 3
that one Government audit agency audits the cost records of
the public institutions. Eighty percent of the total univer-
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sities sampled are audited by one audit agency.
The third variable shows 71 percent of the universities
audited annually and 20 percent biennially.
The fourth variable provides that orie Government agency
audita the costs and negotiates the indirect cost rates for 91
percent of the universities sampled. No significant difference
exists between public and private universities.
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TABLE 6
COMPARISON OF 17 PUBLIC AND 18 PRIVATE UNIVEHSITIES WITH RESPECT
TO ENGAGING INDEPEND&~T ACCOUNTING FIRMS, AUDIT OF
COST RECORDS, AND NEGOTIATION OF INDIRECT COST
RATES

University
Characteristic

Private
Public
Total
Number Percent Number Percent Number Percent

Engage Independent
Accounting Firms:
Yes
No
Total

23
12
35

-

66
34
100

6
11
17

35
65
100

--

17
1
18

94
6
100

67
33
100

-

Number of Government
Audit Agencies Auditing
Cost Records:
One
Two
Total

28
7
35

80
20
100

16
1
17

94
6
100

12
6
18

-

Cost Records are Audited
by Government Auditors:
Annually
Biennially
Other
Total

25
7
3
35

71
20
100

10
5
2
17

60
30
10
100

15
2
1
18

83
11
-1006

32

91

3

9

35

100

16
1
17

94
6
100

16
2
18

90
10
100

Cost Records Audited and
Indirect Cost Negotiated
by Same Agency:
Yes
No
Total

-

9

-

CHAPTER IV
RESULTS: FINAL AUDIT

RE~ORT

EXAMINATION

The previous chapter presented tables and analysis
for five hypotheses formulating the study of sound financial
management in institutions of higher education. The basis of
the contents of the previous chapter was responses from a
selected sampling of universities.
The focus of this chapter is on the findings in final
audit reports. The reports examined are the results of auditing
the costs applicable during the period of the research contract.
The technical aspects of the contract have all been satisfactorily performed and accepted by the sponsoring Government
agencies. Based on these audit reports, final payments were
made by the Government to the university.
This review will aid in either accepting or rejecting
some of the concepts of financial management as previously
presented.
Audit Exception to Accounting System.
It is essential that auditors include a statement in
their report regarding the university's accounting system.
Twenty ni.ne out of the thirty universities ' audit reports
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examined had acceptable accounting systems for accumulating
cost for cost-reimbursement research contracts.
The one university that the auditor found to be an
exception aoes not have an accounting system which provides
for the recording of expenditures by element of cost for Federal
grants and contracts. The university which did not meet the
Government's requirement for accumulating cost has an
automated accounting system and is a public university.
In

cases where auditors report an exception to the

acceptability of the accounting system, the sponsoring
Government agency usually makes an administrative determination
by further reviews or other examination to justify the amount
of acceptable coat.
The university is required to improve its syat·em to
provide auditable records to support all costs claimed for
the performance of the research project.
Audit Exception to Direct Cost.
The examination of thirty final audit reports, submitted
by Government auditors, of fourteen public and sixteen private
universities disclosed that exceptions of direct cost were
taken for two universities. One of the exceptions regarded
the disallowance of a small amount of cost claimed by a
private university. The disallowance was so minor that no

.

:.•;.
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administrative action was necessary.
The other exception was disallowed cost due to an
"overrun" of cost on a research contract performed by a public
university. An "overrun" is costs incurred during the
performance of a contract but is excessive of the amount
negotiated and written into the contract for the research
project. According to Government regulations, the university
must notify the contract-ing officer of the sponsoring
Government agency that the funds negotiated are inadequate to
complete the required pel- ~·"rmance of the research project. If
there is a timely notification before the completion of the
contract~

the contracting officer may modify the contract to

provide for the excessive costs. The Government is not
obligated to reimburse the university unless proper notification is given by the university.
An "overrun" can be quite detrimental to a university
since the costs may not be reimbursed and it may be necessar-y
to obtain funds from other sources than research for the
amount of the "overrun." A sauna financial management system
will provide adequate safeguards to prevent this happening.
Audit Exception to Indirect

Cost~

The inuirect cost element provided in the final audit
re~orts

for research contracts in fourteen public and sixteen

I

;
I
I
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private universities was examined and found that there were
seven exceptions taken to acceptable actual indirect cost.
Five public and two private universities had the exceptions
reported.

On~

exception regarded a fixed indirect cost

amount in a research contract with a public university. A
fixea determined amount of indirect cost based on the scope
of work was negotiated in lieu of an indirect cost rate. The
amount was payable in equal monthly increments. During the
period of performance, the scope of work was reduced, therefore,
the fixed amount of indirect cost was overstated. The
university claimed the total amount of the fixed indirect cost
despite the reduced acope of work. The error came to light
when the auditor applied the university's applicable indirect
cost rate to the services performed.
Under a cost reimbursement type ·contract, the
university i.s reimbursed for direct and indirect cost actually
incurred during the period of the contract. In this specific
case, the university had claimed an amount in excess of the
costs incurred, therefore, an administrative determination
was necessary.
There was also another exception where a public
university did not claim full indirect cost based on its
negotiated final rate.
rate in

'.

..

' · :;

.·

..

·.

~losing

·',,;·

Th~

university acceptea the provisional

the contract. The final indirect cost rate is
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the rate negotiated between the Government and the university
for the university's fiscal year and is applicable to all
research contracts performed within the

ye~r.

is a rate that has been agreed upon between

A provisional

th~

Government and

the university for the purpose of claiming indirect cost prior
to a final rate being negotiated. Usually the indirect cost
amount is adjusted by appljlng the final rate when the rate
has been

negotiated~

In

thi~

case, the university accepted

indirect cost based on the provisional rete rather than the
final rate. The final rate was greater, therefore, the
university w&.s not reimbursed for all of lts indirect cost.
According to the auditor, the university frequently
signs a release for the am·ount claimt}d without computing an
adaitional amount due for indirect cost. This is in the nature
of cost sharing by the university end should be fully approved
by the financial management office since total cost is not
being recovered and other sources must provide the cost not
recovered.
The other five exceptions reported for two private and
three public universities regarded limitations on indirect
cost rates or what is commonly known as "ceiling rates."
The universities accepted a provision that the indirect cost
rate would not

e~ceed

a stipulated rate in the contract for

the period of the contract. The indirect cost reimbursed by
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the Government may not exceed the stipulated rate regardless
of the final rate negotiated. In each of the cases examined,
the final rate exceeded the stipulated rate by a substantial
increased percentage. The universities were not reimbursed
for their total indirect cost.
"Ceiling rates" are often written in to a research
cont~act without the knowledge of the university's financial

management office. Financial management officers must be aware
of this arrangement since this is sharing the cost of the
research project which may provide a financial deficiency as
the amount of indirect cost not recovered must be provided
from other sources.
Negotiated Indirect Cost Rates.
The thirty final audit reports examined, consisting of
reports of fourteen public and sixteen private universities,
disclosed that the fourteen public universities used thre6
different methods for derivin6 indirect cost rates; seven
used final rates, six predetermined rates, and one a fixed
rate. The sixteen private universities also used three
different rates; ten used final rates, four predetermined
rates, and two fixed rates.
The indirect cost rate used by uni~~rsities is the
ratio between the total indirect cost end some direct cost
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base, usually direct salaries and wages but occasionally
total direct costs exclusive of capital expenditures, etc.
is used. Of the thirty universities' audit reports examined,
twenty nine used the salary and wage base.
The final indirect cost rate used by the seven public
and ten private universities is established after the
universities' actual costs for a given accounting period,
usually their fiscal year, are known .. Once established, the
final rate is not subject to adjustment. The final indirect
cost rate is used to adjust the inalrect cost amount which
was claimed on public vouchers using a provisional indirect
cost rate.
The provisional indirect cost rate is a temporary
rate established, usually the university's last final rate,
to allow the obligation and payment of indirect coat prior
to establishing a final rate.
The predetermined indirect cost rate used by six
public and four private universities is

8

fixed rate

negotiated and agreed to for a specified future period,
usually

8

ye.ar. Except in unusual circumstances, the rate is

not subject to adjustment. Some universities object to the preaetermined rate because of fluctuation of their indirect cost
regardless of the expediency of closing the research contract.

_,

~·

_;:.
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The fixed indirect cost rate used by one public and
two private universities is a rate

~ith

a carry-forward

provision which has the characteristics of both the
proviairmal and predetermined rate. A rate is established
and fixed for a specified future period. It is not subject to
adjustment for the period specified. However, e.fter the end
of that specified period, if the actual rate varies from
the fixed rate and the variation results in an over or under
recovery of indirect costa, the difference is carried forward
as an adjustment to ths next period for which a rate is
established. This method of establishing an indirect cost
rate is the most recent one mutually agreed to by Government
and universities. This m&thod will probably be used more
frequently in the future.

One publi-c university's final audit report, of
fourteen public and sixteen private universities' reports
examined, contained a qualification statement by the auditor.
If there are no major exceptions to the claimed costs
incurred during performance of a research contract, the
auditor will include an unqualified statement in the audit
report somewhat as follows: We have exemined the university's
accounting records qnd financial operating procedures for
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the purpose of determining whether the amount claimed for
reimbursement by the university, as represented by billings
submitted, constitute allowable costs under the terms of the
contract. The examination was performed in accordance with
generally accepted auditing standards and accordingly included
such tests of accounting records and such other

audit~ng

procedures as were considered necesaary in the circumstances.
Based on our

examin~tion,

we are of the opinion that

"Dollars" represent costs which are allowable under the contract
and are therefore reimbursable. All Government furnished
and/or university acquired property under the contract has
been properly accounted for and/or disposed of.
In the cited case, the university claimed an amount
in excess of the allowable cost which was reported by the
auditor and he qualified his statement to reflect the audit
finding.
Disposition of Government Research Property.
The thirty final audit reports examined disclosed that
seventeen of the thirty

universitie~

did not have provisions

for the use of Government property in the research contract.
The seventeen universities were divided into seven public
and ten private. However, there were four public and four
private universities which had acquired Government research

'

.

'

'

.-. ~
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property either by transfer or purchased with research
funds and no determination had been maae as to the
disposition of the research property at time of audit. :B~inal
payment to the university is not made until the disposition
of research property has been com~leted. The arrangements
to dispose of the property after c omplet.ion of the contract
either by transferring title to the university or transferring
the property from one university to another may delay
the closing.of the contract for a considerable period of
time.
The analysis also disclosed that title to research
proyerty had been transferred to three public and two private
universities prior to the final audit.
Title to research property may be transferred to
universities at time of negotiation if requested by the
university.
Cognizant Government Audit Agencz.
The examination of the audit reports revealed that
twenty four universities (80 percent) were audited by the
same Government audit agency. However,

accord~ng

to the

Office o.f Management and Buuget Circular A-88, which is
currently being implemented, Department of Health, Education,
and

Welf~re

is assigned the responsibility for the audit of

1,980 universities of a total 2,047 or 96.7 percent. DHEW
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will also be responsible for negotiating indirect cost rates
for the same universities.
~egotiated

Contract Amount and Acceptable Audited Costs.

The thirty final audit; reports disc loaed tha·t; the mean
negotiated contract cost is $53,545 with the mean audited
acceptable cost being $48,600. The difference is due primarily
to the universities performing the research for less than the
negotiated amount or· the cost reimbursement contracts.
Table 7 reflects that eighteen of thirty universities
or 60 percent bad negotiated research contracts with cost of
~50,000

or less. Eight of thirty universities or 27 percent

have contracts with cost of between $50,001 and $100,000 and
four universities or 13 percent have negotiated coat of over
$100,000. Seven of fourteen public universities· or 50 percent

and eleven of sixteen private universities or 70 percent had
contracts with cost of less than

~50,000

and six public and

two private or 43 percent public and 13 percent private had
contracts with cost of $50,001 to ilOO,OOO. One public and
three private or 7 percent and 17 percent respectively had
contracts of over $100,000.
Period of Contracts and Period From Completion To Final Audit.
The fourteen public and sixteen private universities'
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TABLE 7
N~GOTIAT~

CONTRACT COSTS AND ACCEPTABLE AUDITED COSTS OF
COMP~T~ hhSEARCH CONTRACTS

30

Dollar Amount

NEGOT IATliD cosrr
Number of Contracts
Total

Public Private

ACGEPTABLE AUDITED COST
Number of Contracts

---

Total Public Private

Less than $15,000

0

0

0

2

1

1

$15,000 to $25,000

10

4

6

9

4

5

$25,001 tO' $50,000

8

3

5

7

2

5

$50,001 to $75,000

2

2

0

2

2

0

$75,001 to $100i000

6

4

2

8

5

3

Over $100,000

4

1

3

2

0

2

30

14

16

30

14

16

Total

==============-·====~==========================================
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flnal audit reports examined diAcloses that the greatest
number of contracts are negotiated for periods between six
and thirty five months (Table 8). There were 43 percent
negotiated for the period between six and twenty three months
and 43 percent for the period between twenty four and thirty
five months or a total of 86 percent for the period between
six and thirty five months. Table 8 also reflects that twenty
four of thirty contracts or 80 percent were completed between
twelve and thirty five months before the final audit. Forty
.seven percent were completed between twelve and twenty three
months and 33 percent were completed between twenty four and
thirty five months before final audit. Twenty percent were
not audited until thirty six months or later after the contract
was completed. This analysis will be discussed in Chapter V
regarding the lapsed time from completion to final audit of
the contract.
The results in this chapter are utilized in Chapter V
which develops the conclusions and discussions of the
research study5

··:·:··
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TABLE 8
R.b.S~RCH

Number of
Months

CON'l•RACT P.b:RlOD AND .ti}..hiOD FROM COMPLETION TO
FINAL AUDI'l• OF 30 R.b;SEARCH CONTRACTS

Period of Contract
Number or Contracts
Total Public Private

Period From
Completion to Final Audit
Number of Contracts
Total Public Private

6-11

4

1

3

0

0

0

12-23

9

5

4

14

5

9

24-35

13

5

8

10

7

3

36-48

2

2

0

4

2

2

Over 48

2

1

1

2

0

2

Total

30

14

16

30

14

16

,,
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CHAPTER V

,.

DISCUSSION, CONCLUSIONS AND SUMMARY

The previous two chapters presented the research
findings. This chapter's objective is to aiscuss the research
findings as they relate to the five hypotheses of the study.
The discussion will attempt to join and clarify information
obtained from the literature and the findings of' the research.
Aids in Developing the Climate in Which Research Can Best
Be Performed.
The financial management of a university definitely
aids in developing the climate or environment in which
research is conducted as will be discussed in this part of
the chapter.
The researcher believes there are areas which require
improvement but weaknesses are always present in any expanding
and changing financial system.
According to the educational institutions sampled,
97 percent of the public and private universities negotiate
research contracts with the Government.
'rhe Government expects souna. financial management in
every institution of higher education, which it provides with
funds, to support research projects. Without sound financial

....-, .. ·
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management, the Government cannot depend on the university
to provide the necessary assurance that the funds entrusted to
them are being properly administered.
The overall management of universities also depends on
financial management to provide them with the necessary assurance
that the cost of research projects being performed under cost
reimbursement cr.ntracts is being reimbursed by the sponsoring
Government agency.
According to a study whinh was'

include~

in the literature

material reviewed, Federal research funds are highly concentrated
in a few large universities and Federal support to these may
increase the difficulties for nonrecipient institutions in main1
taining a good faculty and a stimulating atmosphere. The current
sampling of public and private universities {with student
populations ranging from 3,121 to 74, 125): show '97 percent perform
research for the Government. This disputes such a claim and in
fact supports the contention that small universities perform
research as well as lQrge ones.
The mail questionnaire disclosed that only thirteen
(37 percent) of thirty five universities performing research

for the Government use an independent management advisory
1Alice M· Rivlin, The Role of the Federal Government
In Financing Higher Education, (Brookinss Institution,
Washington, D.C., 1961) P• 59.
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serv:J.ce. A management advisory service can be described as
the function of providing professional advisory services,
the primary purpose of which is to improve the university's
use of its capabilities and resources to achieve the
objectives of the institution. These objectives include the
functions of analysis, planning, and organizing; the introduction
of new ideas, concepts, and methods; the improvement of
policies, procedures, systems, methods, and organizational
relationships; the application and use of managerial accounting,
central systems, data processing, and mathematical techniques
and methods; the conduct of special studies, preparation of
recommendations, development of plans and programs, and
provision of advice and technical assistance in their
implementation.
The mail questionnaire also uisclosed that only eleven
(31 percent) of the thirty five universities provide staff
training for their financial management personnel. The
researcher believes .that an acceptable training program should
be designed to progressively provide university personnel
with knowledge and skills necessary to perform the duties of
their present position and to keep pace with the demands of
advancing technologies. The program should meet the continued requirements for improving and enhancing professional
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development in the field of financial management. Changes
in management concepts and technological advances demand that
the staff of the financial management office engage in training
which broadens their knowledge ana provides new ir,s ights into
their positions. The instructional material pertaining
particularly to research contracts should include evaluation
of pricing proposals, contract cost principles, etc.
The study provides evidence that· sound financial
management in the universities performing research for the
Government aids in developing the cltmate in which research

c~n

best be performed, since it shows that research is performed
in almost all the institutions of higher education, However,
it is believed that the institutions would greatly enhance and
improve the climate if th(:y •:ould utilize management advisory
services and provide staff training for their financial
management personnel.
Common Interest in Con9ervation of Public Funds.
Response to the mail questionnaire discloses that 94
percent of the universities sampled have automated accounting
systems. This is true with both the public and private
institutions. It was found in our examination of final audit
reports of thirty universities th'lt twenty nine of the thirty
schools had acceptable accounting systems. The auditor took
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exception to one of the university's accounting system
(automated} because it did not provi~e for the recording of
expenditures by element of cost fur Federal grants and
contracts.
An automated accounting system may be defined as one
which controls an environment by receiving data, processing
them ,gnd returning the results sufficiently quickly to aftect

I

the function of the environment at that time. The benefits of
management from the system are significant because of the more
timely and accurate information that may be used for over-all
planning and decision-making. The availability of current
information and the computational capability of the system
enables financial ~anagement to exercise budget and accounting
control not otherwise obtainable. In cooperation with over-all
university management and Government, the financial management
officer should determine the financial information needed
for effecting control but he must be careful to prepar~ only
those reports that are needed and not simply prepare reports
because they can be easily generated.
The financial management officer should recognize the
capabilities and limitations of his particular system and its
applicability to the areas related to financial control of
Government research projects. His office should consist of a
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group concerned

w~th

the preparation of programs and be

cqncerned with producing financial reports and also, as a
group, be concerned with measurement, system
an~special

~equirements,

studies or projects.

The Department of Health, Education, and Welfare,
is responsible to audit and negotiate indirect cost rates
for 96.7 percent of the.universities doing research for the
Government. These universities are

requir~d

by DREW to submit

a proposed final indirect cost rate no later than six months
after the close of their fiscal
year, or such other period

that may be specified in the research contract. The proposed
rate is based on the university's actual cost for the period
ended. Supporting data is submitted with the proposal. Since
the proposal should be accompanied by cross-references, and
reconciled to the institutions independently audited financial
statement, it is desirable to have the proposal reviewed by
their

~~ternal

auditors. Only 12 percent have the proposals

reviewed according to the mail questionnaire. The failure of
an

instit~ltion

to submit a timely inuirect cost proposal may

result in the disallowance of indirect cost previously awarded
on a provisional basis.
An audit of the indirect cost contained in the proposal
is conducted to ascertain whether indirect costs are reasonably
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incurred, reliably recorded, and assembled into apJ2ropriate
cost gro-upings for equitable distribution to all Government
research projects. Because of the multitude of income, expense,
and fund accounts maintained by educational institutions, an
institution's proposal for indirect cost rate should be
·reconciled with the financial books of account and published
annual statement. The

individu~l.

accounts should be·analyzed

to the extent ~eceasary to determine their reasonableness and
..

..._

allowability.
The researcher believes the university could. provide
..

the Government with an indirect cost propos-al. reviewed by
their accounting firm which may be used for negotiating an
indirect cost rate without a detailed audit by the

Go~ernment.

This would in many cases conserve time and cost.
All of the universities sampled maintain individual
accounts for research costa. This is in compliance with
their agreement to maintain books, records documents, and
other evidence pertaining to the costs incurred during the
performance of the research contract. rrhese records should
be main.tained. to the extent and in such detail as will properly
reflect all net costs of labor, materials, equipment, supplies
and services, etc. for which reimbursement is claimed under
provision of the contract. These costs may be direct or
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indirect.
The American Council on Education in their publication,
"College and University Business Aqminisi.;ration," which is a
reference for university r:usiness officers, provides in the
char·t of accounts for individual research project accounts.
According to the response, all of the universities comply
with this recommendation.

_,·

The study states ·t;hat univeT'sities and the Government
have common interest in assuring the conservation of public
funds by the university having the capability of furnishing
the Government with timely and accurate financial reports,
accounting for the stewardship of the research funds and
by maintaining the financial account& in such a manner as to
r.eadily reflect the segregated costs applicable to each
research project. The researcher believes it would be a great
improvement to the common i~terest of the university ana the
Government if all universities had their accounting firms
review and approve their indirect cost proposals~ The
Government should then be able to accept the proposal if
certified by the university's accounting firm to be reliable
enough to use for negotiating the indirect coat rate without
an audit by Government auditors.
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Financial Policies and Regulations.
The financial policies and regulations, as they relate
to universities performing research for the Government,
establishes essential principles which will facilitate the
administration of research programs. The procedures and
methoas to apply the principles will be defined in this part
of the chapter.
The method utilized to compensate 91 percent of the
universities for the use of buildings, capital improvements,
and usable equipment was the use charge rather than depre'ciation.
The cost principles agreed to by the universities and
Government provide an alternative to the conventional
depreciation computation by authorizing a use allowance. 'rhe
alternative is provided in recognition that accounting for the
expense of depreciation normally is_ not practiced by
educational institutions, and detailed records of asset
acquisitions

~nd

disposals may be inadequate. The use allowance,

in lieu of depreciation, is not what is considered a generally
accepted c0sb accounting principle but primarily as a method
of expeaiency to avoid some bookkeeping and clerical work.
It is recognized that a considerable amount of effort might be
involved, particularly for the older and smaller institutions,

127

to reconstruct records of assets acquired in the past 1 to
proviae a basis for computing depreciation, but the
maintenance_of adequate records on future acquisitions might
be desirable. The university could apply the use charge to
the assets acquired in the past and use depreciation for
assets acquired· in the future. However, a combination of the
two methods may not be used in.connection with a single class
of fixed assetf!.
In recent years, the use of accelerated depreciation·

has 'become common in industrial organizations, in order to
provide a greeter cash flow to the enterprise. In view of
the rapid obsolescence of buildings end equipment, used in
Government research, it seems appropriate to use accelerated
depreciation in order to increase cash flow to the universities and thus stimulate their financial position.
Forty six percent of the

~niversities

sampled

responded that the title to research property acquirea with
Governmental research funds was requested at the time of
negotiation. A review of final audit reports of thirty universities discl,

d that five out of thirteen had title to the

research property transferred prior to final audit. Research
property was not involved in seventeen of the audit reports.
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In many in~tances, performance of research specified
in contracts requires the acquisition of equipment. Frequently
universities purchase equipment and are reimbursed by the
.

.

Government. In other instances, Government-furnished property
is usea by the university. Such property is transferred from
Government stocks, from a completed.contract, or purchased.
directly by the Government and delivered to the university.
Go"~"Ternment

.regulations provide that the cost of

permanent equipment is allowable when approved by the
sponsor:1.ng agency or provided for by the terms of the research
contract.
I

The definition of permanent equipment is an item which
has an acquisition cost of two hundred dollars or more and
has a life expectancy of one year or more. ApprovP.l must be
obtained to acquire all general purpose permanent equipment.
However, approval need not be obtained by educational
inotitutions for permanent research equipment which cost less
than one thousand dollars.
The title to scientific research equipment is to be
vested in the educational institution when it is acquired
or as soon thereafter as possible. The objective of this
Government policy is to strengthen the scientific c&pability
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~:

' •

>

• :;

.'.•

••

•••••

~;

• •

•..: . .

•

•

•

129

of educational institutions. This policy also eliminates
the university reporting to the contracting officer regarding
the custody of equipment. It also lessens the administrative
cost to the Government of accounting, shipping, storing, and
disposing of the research property at completion of the
research project.
The Government, in its contractin6 , does reserve the
right to require the university to transfer title of equipment
to the Government. However, this must be effected no later than
twelve months following the final fiscal report.
The sampling of the universities disclosed that 82
percent of the public and 50 percent of the private universities do not think Government financial regulations and
procedures are uniform and consistent. The concluding question
in the questionnaire suggested that the respondent comment
regarding financial management of research agreements with
the Government. The majority of the comments were in regard
to the lack of uniformity and consistency of financial
re~ulations

and procedures. However, most of the respondents

commented that there was some evidence of improvement. There
seems to be a concerted effort on the part of representatives
of universities and the Government to develop financial
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regulations and procedures which provide procedures designed
to recognize the full allocated costs of research under
generally accepted accounting principles.
The Office of Management and Budget Circular A-88
provides uniformity since it establishes that one Federal
agency will negotiate the indirect cost rate or rates for
all agencies at a single educational institution. That same
Government agency will also be responsible for the audit of
both direct and indirect costs. Office of Management and
Budget Circular A-21 provides principles as a policy guide but
it does not dictate the extent of a Government agency and
educational institution participation in the financing of a
particular research project. Any arrangement f'o.r the financing
of a research project is subject to negotiation. Only broad
financi~l

criteria equitable to both the Government and the

institution should be applied. The application of the cost
principles contained in the Circular does not require the
university to make any changes in its generally accepted
accounting practices.
The research has established that financial policies
and regulations are provided to encourage maximum realization of research. The representatives of universities and

'., . : ..
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Government have worked together and made great progress in
formulat1.ng procedures and methods for improving the
financial aspects of research

contracting~

Some of the methods and procedures are presented to
provide evidence of the mutual endeavor of universities and
Government.
The method used by most educational institutions
providing reimbursement for the use of buildings, capital
improvements, and useable equipment is acceptable ur.der
Office of

Man~gement

and Budget Circular A-21. This method

is also approved by 'the-American Council on Education and
according to the responses to the mail questionnaire, it is
preferred rather than the depreciation method.
The procedure for vesting title in the university at
negotiation is provided in Office of Management and Budget
Circular A-101 and should be considered as an improved
procedure since it clearly establishes title of the research
property and aids in administering and closing the research
contract without undue delay.
The policy of one Government agency performing audit
of direct and indirect costs, as well as negotiating indirect
cost rates for a single university, greatly improves the
uniformity of mutually accepted cost principles by universities
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and Government.
Mutual Financial Responsibility.
The hypothesis regarding the mutual financial
responsibility of institutions of higher education and the
Feaeral Government as related to negotiated research contracts
appears to be verified by the responses to the questions
regarding mutual financial responsibilities.
The responses show that eighteen of thirty five
universities used predetermined indirect cost rates. Universities are the only recipients of research funds that are
authorized to use the predetermined indirect cost rate.
However, many universities are relucta11t to use the rate because
of the fluctuation of their indirect cost since it is not subject
to adjustment except in very unusual

circ~tances.

The examine.tion of final audit reports of thirty
universities revealed that ten institutions (one third) used
the predetermined rate.
The universities may now use another method of establishing an indirect cost rate. This rate is known as a fixed
r~te

with carry-forward provisions. The rate bas both the

provisional and predetermined indirect cost rate characteristics. It is established and fixed for a specified period
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of time and is not subject to adjustment for the period,
however, if the actual rate is found to result in an over
or under recovery of indirect cost, the difference is carried
forward as an ·adjustment to the next period.
It is the mutual responsibility of the university and
Government to provide equitable recovery of cost incurred
during the performance of contracts for research. Quite often
so-called "ceiling" rates are used, therefore, the university
in many cases does not recover the full

i~direct

cost. This

is actually sharing the cost of the research by the

~niversity

and should be recognized as such and accounted for as this
cost will have to be recovered from other sources of funding.
Whenever cost-sharing arrangements are made, it is '!dvisable
to have

i~

clearly defined in the language of the contract.

The sample taken of the public and private

uni"~·~rsities

showed no difference regarding the period of time from r:he
submission of public vouchers and receipt of payment. Fo1·ty
one percent received payment within thirty days and the same
percent (41) received payment within sixty days. Therefore,
82 percent of both the public and private institutions
received payment within sixty days.
Universities find it necessary to use their own funds
for costs incurred under research projects due primarily to
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the time required to prepare and process payment vouchers
under cost-reimbursement contracts. 'rhe researcher believes,
since universities are allowed neither a fee nor recovery of
interest lost on funds used to finance cost-reimbursement
contracts, that Government should provide all of the univer.·lties
with sufficient advance funds to cover all cost on research
projects. This is another situation where the university does
not recover all of the costs incurred for a research project
but it is not recognized by the Government as cost-sharing.
Sixty six percent of the universities sampled, in
response to the question, "Are you or a member of your staff
consulted at the time the budgets for proposed research
contracts are formulated?" answered "always" while thirty
four percent answered "sometimes."
Research proposal preparation is generally the responsibility of the individual desiring to perform the research.
However, the completed proposal is usually reviewed by several
management levels, incluuing the researcher's department and
the officer in charge of research for the university.
The proposal usually includes a detailed buoget showing
the elements of cost, including costs for salaries, material,
equipment, travel, reports, computer time, and any other
anticipated needs as well as the university's indirect cost
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rate. Since the proposal contains a detailed budget, the
financial management office should be consulted and the
elements of costs reviewed prior to submitting the proposal to
the Government agency.
Most Government agencies have the proposed budget
reviewed by an experienced price and cost analyst to determine
the applicability and reasonableness of the costs in relation
to the scope of work to be performed. If the Government
reviewing personnel has a question regarding any financial
aspects of the proposed budget, they will usually contact the
university's finance office. It would be helpful ·and conserve
time, for both the university and the Government, if the
financial personnel of the university is familiar with cost
budgets for all research projects.
Sixty six percent of the responding universities use
the letter-of-credit as a financing mechanism.

~he

policy of

the Department of Health, Education, and Welfare is to provide
all educational institutions with advance funding for research
work in reasonable amounts. The Treasury Department's
letter-of-credit method of financing advance payments should
be utilized whenever feasible. Office of Management and Budget
Circular A-101 supports the objective of strengthening the
research capabilities of educational institutions by providing

••
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advance payments through the use of the lette.r-of-credit
procedure to the maximum extent, whenever practical.
The universities, by using the letter-of-credit, will
not be required to provide funding for any period of the
research contract. They .may insteaa draw on the letter-ofcredit funds as they incur research costs without waiting
for reimbursement of public vouchers from the sponsoring
Government agencies.
The study verifies that there is mutual financial
responsibility of universities and Governwent since
representatives of both contractual entities are making a
concerted effort to recover indirect costs of university
research through an equitable method and to provide a method
of advancing funds for research through the letter-of-credit
which alleviates the need of the university to use their own
funds. The researcher believes more emphasis should be placed
on the review of cost budgets of the proposed research to be
perrormed by the university. Every cost budget should be reviewed
and approvea by the financial manaeement officer of the university.
Auaiting of Research Contracts.
The audit functions of Government audit agencies
regarding the auditing of research contracts performed by
universities could be performed by inde.l,)endent accounting firms

.• ;·'·!-'I
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and this should be accepted as en improvement in the area of
sound financial management of the educational institution.
Response to the mail questionnaire indicated that 66
percent of the universities engage independent accounting
firms, however when public and private institutions are
compared it is found that seventeen of eighteen private but
only six of seventeen publi.c universities engage external
auditors. Most public universities are audited by state
auditors or by auditors from a central office of church
affiliated schools. This is a probable explanation for the
difference of responses from the public and private universities.
The universities, in order to fully comply with the
recommendations of the American Council on Education, should
engage the services of an independent accounting rirm. However,
the audits of those universities audited by the state or
central offices of church affiliated schools, should be just
as comprehensive as those done by public accounting firms and
should be in accordance with generally accepted auditing
standards.
The educational institution doing research for the
Government should maintain their accounts in conformity with
generally accepted accounting

princi~les

for

c~lleges

and
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universities. If the accounts are maintained in this

manner~

ana accurate statements and scheaules are prepared, the auditor
will render an unqualified opinion as to the fairness with
which they present the financial condition of the institution.
The sample also indicated that 80 percent of the
universities have their research cost records audited by one
Government agency and the same survey showed that 91 percent or
sixteen of seventeen public and sixteen of eighteen private
universities have their research cost records and indirect
costs negotiated by the same Government agency.
The Office of Management and Budget Circular A-88
provides that one Government agency will be responsible for the
~

auditing of direct and indirect costs of a single university
and will negotiate the indirect cost rate for the same university. According to the Circular all Government agencies will
accept the negotiated rate. Whenever this policy is completely
implemented, the universities will no longer he subject to
various Government agencies' concepts and interpretation of
applicable total cost as it relates to research projects. Since
all of the Government agencies will be accepting the one agency
concept of auditing the cost and negotiating the indirect cost
rate, guidelines coula be provided to the educational institutions'
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independent auditor or state auditor and have them submit
certified cost r_eports to the responsible Government agency.
Twenty five of the thirty five universities responding
to the questionnaire, show that their cost records are audited
annually by Government auaitors. However, there were three
universities which were not audited within a two year period.
The universities are required under the record retention
clause of contracts to retain their records for a period of
three years subsequent to final payment. Usually the final
payment is not made until a final audit has been conducted.
The university is not fully reimbursed for the cost incurred
under the contract until final audit.
The examination of final audit reports for fourteen
public and sixteen private universities disclosed that final
audits were performed within two years for fourteen of the
universities and up to four years for another fourteen of the
institutions.
The examination also revealed that only two exceptions
were taken by the auaitor regarding direct cost reported in
the thirty final audit reports. One of the exceptions was minor
ana aid not require administrative action and the other regarded
an "overrun" on a contract. Of the thirty final audit reports
examined, the auditor qualified his statement in only one to

.· .. , ... · .•.:.-._ ... -.
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reflect that the university claimed an amount in excess of
the allowable cost.
The researcher believes the university should be more
promptly reimbursed in full for the total cost of the research
project. This could best be accomplished by accepting a
certified cost report (adhering to Government guidelines) from
the university's external auditors.
The study has supplied evidence that the audit functions
performed by Government auditors of auditing research contracts
performed by universities could be performed by independent
accounting firms.
Most universities have their accounting records audited
by either inaependent accountin5 firms or by the state or
some independent audit group. These auditors are external
auaitors and have professional integrity to maintain, therefore
the audit performed by them and the financial reports issued
should be acceptable to any interested party provided the
reports contain an unqualified auditor's opinion.
The researcher believes that the Government agencies
could provide guidelines of any specific area they wish to
be emphasized which may be of interest to them and not to
other

recipien~s

of the reports. Since the external auditors
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of the university are expected to be familiar with the
over-all management of the university, they are in a position
to provide the Government agencies with comprehensive studies
upon request.
The finalization of the research contracts could be
handlea more expeditiously if the Government would accept the
verification of the total costs incurred under cost-reimbursement
contracts. Since there were very few exceptions, according
to the final audit reports examined, it seems feasible to
rely on the universities accounting procedures for accumulating
applicable research cost and process payments for the total
cost.
Additional Research Contemplated.
Additiional research in the aretl of financial management
in the educational institution is planned by the writer.
The objective of the research will be to obtain textual
material for a book suitable for use in educational courses
regarding financial management in the universities as related
to Government research.
There is a need to promote greater recognition in
universities that financial management concepts as pertaining to
Government research require professional and technical skills,
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talents, and understanding. The additional study could have
a significant impact on updating, expanding, and synthesizing
the available material pertinent to financial administration
in eaucational institutions.
The replies to the inquiries mailed to the three
national accounting associations regarding the current study,
disclosed that they have not conducted any research or published
any studies regarding the area of financial management in the
universities as related to Government research.
Implications For Future

Re~earch.

Future research in the area of financial management
in the universities relating to Government support of
research through grants should be beneficial. The present
study shows the importance and the areas for improvement
regarding only research contracts, however, a study related
to grants should prove to be useful since many of the cost
ana accounting principles are applicable to grants as well
as to contracts. The two techniques of supporting
Gov~rnment

research are probably quite different as to the

procedures of initiating and administering the research
instruments.
~uture

••

1 ' ... ),

'.'';·.'.,,. ....

research should also be helpful regarding the
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feasibility of establishing a central civilian Government
agency for the accomplishment of basic and applied reseArch
procurement with educational institutions. This central
agency would be available to all civilian agencies for the
purpose of procuring research. There !s a probability that
centralization of this type of procurement could eliminate
duplication by various agencies and could be more economical
e.na effie ient.

Recommendations.
The researcher recommends that the National Association
of College and University Business Officer Committee on
Governmental Relations develop a training program regarding
financial management as related to Government research for
both the public and private universities. This program should
be in the form of seminars and on the job training. It should
be designed to provide flexibility and be responsive to the
needs of the entire financial management staff as well as the
individual. The objective of the training is to develop the
staf.f so they perform at a higher level of competence,

therA~ure,

they will contribute more effectively to the financial
management of the university. University financial management
personnel should also be encouraged to attend seminars given
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by the American Institute of Certii'ied Public Accountants
and the American Accounting Association.
It is also suggested that university and Government
financial management personnel develop joint seminars where
there may be an exchange of inforsation regarding accounting
principles, cost principles,

r~cord

keeping, reporting and

auditing requirements pertaining to research. This arrangement
would be beneficial to both the university and Government
in proposing general uniformity for all universities and all
Government agencies.
These joint seminars sould also provide a basis for
bettter communication between the university and Government in
their research relationship. A better understanding of the
problems could be developed during discussion. Joint meetings
of the financial management and other university personnel
responsible for research contracting could provide better
understanding of the financial and technical aspects of
research programs.
It is also recommended that the universities request
the Government agencies to consider the acceptance of
certified statements of cost prepared by their independent
accounting firms or external auditors in lieu of the Government
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auditing the research cost. This would definitely reduce the
delay in closing contracts and the receipt of final payment.
The universities' external auditors could also certify the
indirect cost proposals submitted to the Government. This
would expedite negotiation of indirect cost rates.
If these recommendations are implemented, they will
improve the functions of the financial management office and
should provide better understanding of all university and
Government personnel responsible for research programs.
Summary.
This study explored five elements pertaining to financial
management in institutions of higher education as related to
Government negotiated research contracting. The research has
tested the feasibility of five hypotheses presented as elements
to be investigated in the study. Responses to a mail
questionnaire were analyzed and final audit reports were
examined. The data obtained were used as evidence to support
the contention that sound financial management in universities
as related to research negotiated contracting is important
and can be improved through these five elements:
1. Financial management aids in developing the climate
in which research can best be performed.

.··-;
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2. Universities and Government have a common interest
in assuring the conservation of public funds.
3. Government financial policies and regulations,. as
they pertain to universities, are provided to encourage
maximum realization of research.
4. Mutual financial responsibility of universities and
Government as related to research contracts is essential.
5. Audit functions of Government audit agencies
regarding the auditing of research contracts at universities
could be performed by the institution's external auditors.
The evaluation of the prescribed elements of financial
management in the universities as related toGovernment
research contracts was elaborated on by comments regarding
each element in this concluding chapter.

SELECTED BIBLIOGRAPHY

148
.-.,.-.

ShLECTED BIBLIOGRAPHY
"Colleges' Resistance to Cost-Effectiveness Analysis Scored."
Data Sheet, Management Accounting, July 1971, p. 10.
College and University Business Administration. American
Council on Education, Washington, D. C.: 1969.
College and University Reports. Commerce Clearing House, Inc.,
Section 15-604.
Encyclopedia of Auditing Techniques. New Jersey: Prentice-Hall,
Inc.
Federal Procurement Regulation. Subpart 1-15.301.1., Washington,
D. c.: Government Printing Office.
Kelly, James F. "Increasing Use of CPA's By the Federal
Government." The Federal Accountant, Vol. XVI, No. 4,
December, 1967, PP• 77-85.
Kelly, James F. "Improving Financial Management For
Recipients of Fede.L·aJ Funds." Journal of Accountancy,
January, 1968, PP• 5~-54.
Kidd, Charles v. American Universities and Federal Research.
Mass.: The Belnap Press of Harvard University Press, l959.
Kohler, Eric. Dictionary for Accountants. New Jersey:
Prentice-Hall, Inc.
Neuman, David. "The Independent Public Accountants'
Relationship With The Federal and State Auditors."
The Federal Accountant, Vol. XVII, No. 4, December•, 1968,
PP• 4-20.
Orlans, Harold. The Effects of Federal Programs on Higher
Education. Washington, D. c.: The Brookings Institution,
1962.
hevlin, Alice M. The Role of The Federal Government in
Financing Higher Education. Washington, D. c.: The
Brookings Institution, 1961.

149

Scheps, Clarence and Davidson, E. E. Accounting for Colleges
and Universities. Louisiana: Louisiana State Press, 1970.

u. s.

Bureau of The Budget. The Administration of Government
Supported Research at Universities. Washington, D. C.:
Government Printing Office, 1966.

U.

s.

Government, Budget of The United States. Special
Analysis, 1972. Washington, D· C.: Government Printing
Office.

u. s.

Department of Health, Education, and Welfare, Office of
Education. Education Directory, 1970. Washington, D. c.:
Government Printing Office.

U.

s .. Department

of Health, Education, and Welfare.
Manual, P.P.o. # 142, August 28, 1967.

Grants

u. s.

Department of Health, Education, and Welfare. A Guide
for Colleges and Universities Cost Principles and Procedures
for Establishing Indirect Cost Rates for Grants and
Contracts with D.H.E.W. Washington, D. c.: Government
~rinting Office, l971.

u. ·s.

Department of Health, Education, and Welfare, Office of
Education. Opening Fall Enrollment in Higher Education,
1970. Washington, D. c.: Government Printing Office.

u.
U.

s.

Office of Management and Budget. Circular No. A-21,
Revised, September 2, 1970. ttprinciples for Determining
Costs Applicable to Research and Development Under Grants
and Contracts with Educational Institutions."

u. s.

Office of Management and Budget. Circular No. A-88,
May 15, 196b. "Policies for Coordinating the Determination
of Indirect Cost Rates and Auditing in Connection with
Grants and Contracts with Educational Institutions."

u. s.

Office of Management and Buaget. Circular No. A-100,
December 18, 1970. "Cost Sharing on Research Supported
by Federal Agencies."

150

u. s.

Office of Management and Budget. Circular No. A-101,
· January 9, 1971. "Administration of Grants, Contracts
or Other Agreements with Educational Institutions."

Washington Post.
Wright, Howard.
New Jersey:

January 15, 1970.
Accounting for Defense Contracts.
Prentice-Hall, Inc., i963.

APP~DIX

A

Questionnaire and applicable letters mailed to
nineteen public and twenty two private universities, data
were analyzed and commented on as part of the study.
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Financial Management Survex
Name of University----------------------------------------------Please check the appropriate answers to the following questions:
1. What type of research agreement or agreements does your
institution have with Government agencies?
Grants
Contracts
2. With which Government agency or agencies does your institution

have research agreements?
HEW
DOD
Other
3. Doe• your institution engage an independent accounting firm

to audit your institution's records?
Yes
No
4. What type of accounting system does your institution use?

Automated

Manual

5. How many Government audit agencies currently audit your

institution's accounting recorus to verify cost incurred under
research contracts?
One
Two
More ~han two
6. How often do Government audit agencies audit the cost records
of your university?
Annually ___ Biennially ___ Or every ___ years
7. Does an accounting firm provide management advisory service

as well as financial advisory service to the university?
Yes
No
8. Do you have your institution's indirect cost proposal reviewed

by an accounting firm before submission to the Federal
Gov~rnment for audit?
Yes
No

w.

Does the same Government agency audit the costs of research
a~reements and negotiate the indirect costs rates for your
institution?
Yes
No

10. Does your institution negotiate predetermined indirect cost
rates?
Yes
No
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11. Which method is used to compensate your university for the
use of buildings, capital improvements, and usable equipment
under research contracts?
Use Charge ___ Depreciation ___
12. Does your institution request Government agencies to vest
title of property acquired with Governmental research funds
in your institution at the time of negotiating the contracts?
Yes
No
13. Do you maintain accounts by individual research projects for
costs incurred under research contracts1
~es
No

14. What is the approximate period of time between submission of
a contract cost reimbursement youcher and receipt of payment
from the Government?
30 days ___ 60 days ___ 90 days ___ More than 90 days ___
15. Do you provide a program for your staff to train them in
financial management as it relates to Government research
agreements?
Yes
No

16. Are you or a member of your staff consulted at the time the
budgets for proposed research contracts are formulated?
Always ___ Some~imes ___ Never ___
1'7. Do you consider the regulations and procedures established
by the Government relating to financial aspects of negotiated
research contracts to be uniform and consistent?
Yes
No

18. Do you use the single letter-of-creuit as a method of
reimbursement for cost incurred under research contracts?
Yes
No
If the method were available to you, would you use it?
Yes
No
19. Do you have any particular criticism regarding financial
management of research agreements with the Government?
If so, please comment.

YOUR HELP IN THIS RESEARCH IS GREATLY APPRECIATED

HOWARD

C.
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CERTIFIED PUBLIC ACCOUNTANT
!5507 EDSON LANE
ROCKVILLE. Mo.

OL 2·6981

September 30, 1971

Dear
Mr. Howard Haire, a C.P.A. and a candidate ~or a Ph.D. degree,
is currently collecting data about the financial .management
ot public and private universities as related to government
negotiated research contracting. The resulting information
will form the basis of his doctorate dissertation which I am
airecting.
Your university was selected for inclusion in his research
based on a probability sample of all public and private institutions o~ higher learning, a sample which took into account such
variables as size of institution, type of institution, student
population, etc. I would appreciate your completing the enclosed
questionnaire at your earliest convenience and returning it to
Mr. Haire in the stamped, self addressed envelope, which is
enclosed. The questionnaire should take no more than five or ten
minutes of your time. Your answers will of course be held in
strict confidence and will be used only for the purpose of
statistical analysis in such a manner that no individual or
institution may be identified.
As you realize, the validity and reliability of a study such as
this is totally dependent upon getting a high response rate.
Your cooperation in this rese&rch will be greatly appreciated
and the findings, if you so indicate on the questionnaire, will
be sent to you as soon as they are available.
If you should have any questions, please call me at home collect
Tel. No. 301-530-7726 or Mr. Haire Tel. No. 301-652-6981.

Very truly yours,

Michael

s.

Backenheimer, Ph.D.
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HOWARD C. HAIRE
CERTIF'IED PUBLIC ACCOUNTANT

5507 EDiiCN l-ANE
ROCKVILLE.

MO.

20852

"'ti

DL 2-6981
AREA CODE 30 1

October 18, 1971

Dear
Earlier I sent you a short questionnaire about the financial
management of public and private universities as related to
Government negotiated research contracting. The resulting
information will be incorporated into my doctorate
d.isserta t ion.
Since I have not yet received a response from you and since
I realize that the pressures of time and business often
cause these forms to become mislaid or lost, I am taking the
liberty of sending you a duplicate questionnaire. It should
take you no longer than five or ten minutes to fill out and
it can be returned to me in the enclosed stamped selfaddressed envelope.
Your enswers will be held in strict confidence and will be
used only for the purpose of statistical analysis in such a
manner that no individual or institution may be identified.
Since my research endeavor is totally dependent upon getting
a high response rate from persons such as you, may I again
ask for your help and cooper·ation in this stu.dy.
Should you have any questions, please call me collect at
home (Tel. No. 301-652-6981) or my research director,
Dr. Michael Backenheimer (Tel. No. 301-530-7726).

Sincerely,

Howard

c.

Haire

HOWARD C. HAIRE
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CERTIF"IED PUBLIC ACCOUNTANT
5507 EDIIDN LANE
ROCKVILLE. Me.

!::a.

20852

2·6981
301

JI~EA POD£

Dear
Earlier I sent you a short questionnaire about the financial
management of public and private uniYersities as related to
government negotiated research contracting. The resulting
information will be incorporated into my doctorate
disserta tionti.
Since I have not yet receiYed a response from you and since
I realize that the pressures of time and business often
cause these forms to become mislaid or lost, I am taking the
liberty of sending you a duplicate questionnaire. It should
take you no longer than five or ten minutes to fill out and
it can be returned to me in the encloeed stamped selfaddressed envelope.
Your answers will be held in strict confidence and will be
used only for the purpose of statistical analysis in such a
manner that no individual or institution may be identified.
Since my research endeavor is totally dependent upon getting
a high response rate from persons such as you, may I again
ask for your help and cooperation in this study.
Shoulu you have any questions, please call me collect at
home (Tel. No. 301-652-6981) or my research director,
~. Michael Backenheimer (Tel. No. 301-530-7?26).

Sincerely,

Howard

c.

Haire

HOWARD C. HAIRE
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CERTIFIED PUBLIC ACCOUNTANT
5507 EDIICN LANE
RCCKVIL.U:. MD.

20852

CL 2-6981
AREA CODE 301

December 1, 1971

Dear
I recently sent you a short questionnaire about financial
management as related to Government ne 0 otiated research
contracts. As of this date, I have not yet received a reply.
May I stress again that the data being collected will be the
basis of my doctorial dissertation and that all information
supplied will be treated in strict confidence.
If you have not already done so, please take just a moment
to fill out and return the questionnaire to me.

Sincerely,

Howard

c.

Haire

APPKNDIX B

Inquiries mailed to the three national accounting
associations requesting information as to available
publications and research studies related to this study.

HOWARD C. HAIRE
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CERTIF"IEC PUBLIC ACCOUNTANT
5507 EDBCN LANE
RDCICVILLE, MO.

20852

DL 2-65181
AREA CODE 30 1

September 9, 1971

Administrative Office,
American Accounting Association
1507 Chicago Avenue
Evanston, Illinois 60201
Gentlemen,
I have been a member of the American Accounting Association
for approximately twenty years and have enjoyed and benefited
from reading every issue of the Accounting Review.
At the present time I am in the process of writing a
dissertation for the Ph.D degree and. will appreciate any
information you may be able to furnish me, such as studies
and publications, etc., relevant to the dissertation. The
title of the dissertation is "Evaluative Study of Financial
Mana 0 ement 1'or Institutions of Higher Education as Related
to Government Negotiated Research Contracting".

Any assistance you are able to provide will be greatly
appreciated.

'l'hank you,

Howard C. Haire
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HOWARD C. HAIRE
CERTIF"IED PUBLIC ACCOUNTANT

SSC7

EDSON LANE

ROCKVILLE, MD.

20852

CL 2-6981
AREA COO£ 3C 1

September 9, 1971

American Institute of
Certified Public Accountants
666 Fifth Avenue
New York, N. Y.
10019
Gentlemen,
I have been a member of the Institute since 1960 and have
enjoyed and benefited from the membership.
At the present time I am in the process or writing a
dissertation for the Ph.D degree and will appreciate any
information you may be able to furnish me, such as studies
and publications, etc., relevant to the dissertation. The
title of the dissertation is "Evaluative Study of Financial
Management for Institutions of Hi5her ~ducation as Related
to Government Negotiated Research Contracting'!.
Any assistance you a.re able to provide will be greatly

appreciated.

Thank you,

Howard

c.

Haire
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HOWARD C. HAIRE
CERTIFIED PUBI.IC ACCOUNTANT
5507 EDSON l..ANE
ROCKVILLE. MD.

20852

Dl. 2-6981
ARltA CODE 301

October 12, 1971

American Institute of
Certified Public Accountants
666 Fifth Avenue
New York, N.Y.
10019
Ge:n'tlemen,
The enclosed letter was sent to you September 9, 1971.
However, I have not received a reply.
Pleese advise me whether you are able to provide any
information regarding sources from which I may obtain
data relevant to the dissertation.
Your assistance will be

~reatly

appreciated.

Thank you,

Howard C. Haire

HOWARD C. HAIRE
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CERTIFIED PUBL.IC ACCOUNTANT
5507 ED!ION L.ANE
ROCKVILLE. MD.

20952

01. 2-6981
AREA CODE 301

October 12, 1971
National Association of Accountants
919 Third Avenue
New York, New York
10022
Gentlemen,
I have been a member of the National association of
Accountants since 1951 e.nd have enjoyed and benefited from
the membership.

At the present time I am in the process of writing a
dissertation for the Ph.£. degree and will appreciate any
information you may be able t;o furnish me, such as studies
and publications, etc., relevant to the dissertation. The
title of the dissertation is "Evaluative Study of Financial
M.a!H=t 0 ement for Institutions of Higher Education as Related
to Government Negotiated Research Contracting".
Any assistance you are able to provide will be greatly
appreciated.

'!'hank you,

Foward

c.

Haire

APPENDIX C

These pertinent items selected from final audit
~eports

of fourteen public and sixteen private universities

were reviewed, analyzed, and commented on as part
study.

o~

the

~
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Pertinent Items Selected from Final Audit Reports of Thirty
Universities:
Audit Exception to Accounting System.
Auait Exception to Direct Cost.
Auait Exception to Indirect Cost.
Negotiated Indirect Cost Rates.
The Standard Auditor's Statement.
Disposition of Government Research Property.
Cognizant Government Audit Agency.
Negotiated Contract Amount and Acceptable Audited Costs.
Period of Contracts and Period from Completion to Final Audit.

